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Cover:
Claude Monet
Meules Derniers Rayons de Soleil

Sold in our June Impressionist & Modern Art
sale in London for $14,286,620

Auction record for a grain stack
painting by Monet

Magnificent sapphire
and diamond ring
58.97 carats

Sold in our November
Magnificent Jewels
sale in Geneva for $1,527,250

Frederic Lord Leighton
The Misses Stewart Hodgson (detail)

; T ’/f e . Sold in November by Sothebys.com for $550,750
7 Ontine record for fine art

An extremely fine and rare blue and white ‘dragon’ Vase,
Qianlong period, Qing Dynasty

Sold in our October Fine Chinese Ceramics & Works of Art
sale in Hong Kong for $1,627,680

Auction record for blue and white porcelain from the
Qianlong period of the Qing Dynasty
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Edward Spalding, Providence, Rhode Island
1750-1770

A fine and very rare Queen Anne blocked-and
shell-carved mahogany tall case clock (detail)

Sold in our January Important Americana
sale in New York for $280,750

Max Beckmann
Self-Portrait with Horn

sale in New York for $22,555,750

work of art at auction

Sold in our May Impressionist & Modern Art

Record for the artist and for any German

Jacob Jordaens
Portrait of Rogier Le Witer and His Wife (a pair)

Sold in our July Old Master Paintings
sale in London for $3,102,650 to the
Rijksmuseum, Amsterdam, via Robert Noortman

World auction record for the artist

Masters at Auction since 1744




- To Our Shareholders

2001 WAS A YEAR OF RESOLUTION, RESTRUCTURING AND REBUILDING

for our Company. It was also a year in which an aggressive new competitor affected
the dynamics of the auction market, the American economy moved into recession
and the unimaginable events of September 11th confronted all of us. Enduring
unprecedented challenges, Sotheby’s emerged from the year with a record of solid

accomplishment.

A key priority for Sotheby’s in 2001 was the reduction of expenses, a goal toward
which we made significant progress. By the end of 2002, our recent restructuring efforts

are expected to yield savings in excess of $60 million a year compared to 2000.

The most dramatic cost reductions were made in our Internet business. The steps
we have already taken, combined with an exciting strategic online alliance with
eBay, the world’s most successful online marketplace, will enable us to cut expenses
significantly and, importantly, boost revenue growth through eBay’s reach of 42
million registered users. The potential of fine art online auctions was underscored
many times during 2001 as sothebys.com enjoyed a number of successes: a record
for fine art sold online with the sale of Frederic Lord Leighton’s The Misses Stewart
Hodgson, which brought $550,750; and the highest cumulative total for fine art

online auctions when we surpassed $100 million in auction sales. We look forward

to building on these achievements in 2002.




Despite a heightened competitive environment, Sotheby’s stayed focused on
returning to profitability. Influenced by our expertise and experience, many clients
continued to consign their collections to us, generating a series of successes in
many sales, among which the Collection of Stanley J. Seeger, Contemporary Art
from the Collection of Douglas S. Cramer, the Collection of Gianni Versace and the

Leverhulme Estate stand out.

New York, London and Paris all enjoyed fresh excitement that we expect will
enhance our competitiveness, improve profitability and foster growth in the years
ahead. Our magnificent York Avenue headquarters was completed, bringing to a
close a four-year period of construction, which gives us without question the best
auction facility in the world. We opened a new site at Olympia in Kensington, West
London, allowing us to expand our presence in the United Kingdom middle market
and complement our historic Bond Street premises, which will now focus on fine
and decorative art at the highest price levels. And finally, after years of anticipation,

Sotheby’s pioneering role in ending a 400-year French monopoly was rewarded as

we became the first international auction house ever to hold sales in Paris. Our sales
at the beautiful Galerie Charpentier on the Faubourg St. Honoré in Paris have been
; tremendously successful thus far and we expect this market to be accretive to both

revenue and earnings.




Judicial approval of settlements in the major cases growing out of the government’s
antitrust investigation took us further down the road to writing finis to that sad
chapter in our history. Though appeals are still pending, we are pleased with the
progress we have made in these matters and proud of the efforts and professionalism

of our worldwide staff during this time.

We believe we are building a bright future on the ground we prepared in 2001. As
we look ahead, we prize most of all our greatest asset—Sotheby’s people, men and
women committed to the highest standards of excellence and unbendable ethical
principles. With our grateful thanks to Sotheby’s employees, management, Board of
Directors and shareholders, we look forward to the next chapter in the history of

this great institution.
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WiLriaM F RUPRECHT Micuasr . SOVERN

President and Chairman
Chief Executive Officer
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PART I

item 1. Business

General

Sotheby’s Holdings, Inc. (together with its subsidiaries, unless the context otherwise requires,
the “Company”) is one of the world’s two largest auctioneers of fine arts, antiques and collectibles,
offering property through its worldwide Auction segment in approximately 90 collecting categories,
among them paintings, decorative arts, jewelry and rare books. In addition to both live and
Internet auctioneering, the Auction segment is engaged in a number of related activities, including
the purchase and resale of art and other collectibles and the brokering of art and collectible
purchases and sales through private treaty sales. The Company also markets and brokers luxury
residential real estate sales through its Real Estate segment, conducts art-related financing activities
through its Finance segment and is engaged, to a lesser extent, in fine art insurance brokerage and
art education activities.

The Company was incorporated in Michigan in August 1983. In October 1983, the Company
acquired Sotheby Parke Bernet Group Limited, which was then a publicly held company listed on
the International Stock Exchange of the United Kingdom and the Republic of Ireland Limited
(the “London Stock Exchange”) and which, through its predecessors, had been engaged in the
auction business since 1744. In 1988, the Company issued shares of Class A Common Stock to the
public. The Class A Common Stock is listed on the New York Stock Exchange (the “NYSE”) and
the London Stock Exchange.

The Auction Segment

The purchase and sale of works of art in the international art market are primarily effected
through numerous dealers, the major auction houses, the smaller auction houses and also directly
between collectors. Although dealers and smaller auction houses generally do not report sales
figures publicly, the Company believes that dealers account for the majority of the volume of
transactions in the international art market.

The Company and Christie’s, a privately held auction house based in the United Kingdom
(the “U.K.”), are the two largest art auction houses in the world, although Phillips, de Pury &
Luxembourg (“Phillips”) increased their market share in 2001 in certain collecting categories.

The Company auctions a wide variety of property, including fine arts, decorative arts, jewelry
and rare books. Most of the objects auctioned by the Company are unique items, and their value,
therefore, can only be estimated prior to sale. The Company’s principal role as an auctioneer is to
identify, evaluate and appraise works of art through its international staff of specialists; to
stimulate purchaser interest through professional marketing techniques; and to match sellers and
buyers through the auction process.

In its role as auctioneer, the Company generally functions as an agent accepting property on
consignment from its selling clients. The Company sells property as agent of the consignor, billing
the buyer for property purchased, receiving payment from the buyer and remitting to the
consignor the consignor’s portion of the buyer’s payment after deducting the Company’s
commissions, expenses and applicable taxes. (See “Management’s Discussion and Analysis of
Results of Operations and Financial Condition” under Item 7 for information on the Company’s
commission structure.) From time to time, the Company releases property sold at auction to
buyers before the Company receives payment. In such situations, the Company will pay the seller
the net sale proceeds for the released property at the time payment is due to the consignor, even
if the Company has not received payment from the buyer (See Note D of Notes to Consolidated
Financial Statements under Item 8.)

On certain occasions, the Company will guarantee to the consignor a minimum price in
connection with the sale of property at auction. The Company must perform under its guarantee
only in the event that the property sells for less than the minimum price or the property does not
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sell, and, therefore, the Company must pay the difference between the sale price at auction and
the amount of the guarantee (or, if the property does not sell, the amount of the guarantee must
be paid). Under certain guarantees, the Company participates in a share of the proceeds if the
property under guarantee selis above an agreed minimum price. In addition, the Company is
obligated under the terms of certain guarantees to fund a portion of the guarantee prior to the
auction. (See Note P of Notes to Consolidated Financial Statements under Item 8.)

In addition to live auctioneering, the Company currently conducts Internet auctions through its
website, sothebys.com. Approximately 5,500 fine art, antique and collectibles professionals have
been selected, together with the Company, to sell traditional fine and decorative arts, jewelry and
rare books on sothebys.com.

From July 1999 through October 2001, the Company had certain arrangements with
Amazon.com, Inc. (“Amazon”) coordinating their activities relating to online auction sales of
authenticated and guaranteed art and antiques. In the fourth quarter of 2001, the Company
entered into an agreement with Amazon pursuant to which the remaining arrangement has been
terminated. In January 2002, the Company entered into a strategic alliance with eBay, Inc.
(“eBay”) whereby sothebys.com online auctions will be incorporated into the eBay marketplace
early in the summer of 2002. Under the strategic alliance, the Company will manage property flow
while eBay will build and host the website. (See Notes O and R of Notes to Consolidated
Financial Statements under Item 8.)

The Company’s success in its ongoing development and implementation of its Internet strategy
is substantially dependent upon the following factors (which are not listed in any particular order
of importance): (1) competition in the auction business; (2) the level of use of the Internet and
online services; (3) consumer confidence in and acceptance of the Internet and online services for
commerce, particularly for fine arts, antiques and collectibles; (4) consumer confidence in Internet
security; (5) the functionality of the website’s computer and communication systems; (6) the ability

to upgrade and develop the website’s systems and infrastructure to accommodate growth; and (7) 1
government regulation of e-commerce generally. With respect to all statements made herein

regarding the Internet, see statement on Forward Looking Statements, incorporated by reference

from Item 7. k

In addition to auctioneering, the Auction segment is engaged in a number of related activities,
including the brokering of art and collectible purchases and sales through private treaty sales and
the purchase and resale of art and other collectibles. For example, the Company acts as a
principal through its investment in Acquavella Modern Art (the “Partnership” or “AMA”), a
partnership between a wholly-owned subsidiary of the Company and Acquavella Contemporary
Art, Inc. (“ACA”). The term of the AMA partnership agreement expires on March 31, 2003. The
Company does not control AMA; consequently, the Company uses the equity method to account
for its investment in AMA. The assets of the Partnership consist principally of art inventory. The
Company reflects its 50% interest in the net assets of the Partnership in Investments in the
Consolidated Balance Sheets under Item 8. (See Notes B and F of Notes to Consolidated
Financial Statements under Item 8.)

The Company’s auction business is seasonal, with peak revenues and operating income
primarily occurring in the second and fourth quarters of each year as a result of the traditional
spring and fall art auction seasons. (See “Management’s Discussion and Analysis of Results of
Operations” under Item 7 and Note T of Notes to Consolidated Financial Statements under
Item 8.)

The Auction Market and Competition

Competition in the international art market is intense. A fundamental challenge facing any
auctioneer or dealer is to obtain high quality and valuable property for sale. The Company’s
primary auction competitor is Christie’s, although Phillips provided strong competition in certain
collecting categories in 2001.




The owner of a work of art wishing to sell it has three options: sale or consignment to, or
private brokerage by, an art dealer; consignment to, or private sale by, an auction house; or
private sale to a collector or museum without the use of an intermediary. The more valuable the
property, the more likely it is that the owner will consider more than one option and will solicit
proposals from more than one potential purchaser or agent, particularly if the seller is a fiduciary
representing an estate or trust.

A complex array of factors may influence the seller’s decision. These factors include: the level
of expertise of the dealer or auction house with respect to the property; the extent of the prior
relationship, if any, between the seller and the firm; the reputation and historic level of
achievement by a firm in attaining high sale prices in the property’s specialized category; the
breadth of staff expertise; the desire for privacy on the part of sellers and buyers; the amount of
cash offered by a dealer, auction house or other purchaser to purchase the property outright
compared with the estimates, guarantees or other financial options given by auction houses; the
level of guarantees or the terms of other financial options offered by auction houses; the time that
will elapse before the seller will receive sale proceeds; the desirability of a public auction in order
to achieve the maximum possible price (a particular concern for fiduciary sellers, such as trustees
and executors); the amount of commission proposed by dealers or auction houses to sell a work
on consignment; the cost, style and extent of presale marketing and promotion to be undertaken
by a firm; recommendations by third parties consulted by the seller; personal interaction between
the seller and the firm’s staff; and the availability and extent of related services, such as a tax or
insurance appraisal and short-term financing. The Company’s ability to obtain high quality and
valuable property for sale depends, in part, on the relationships that certain employees of the
Company, particularly its senior art specialists or management, have established with potential
sellers.

It is not possible to measure with any particular accuracy the entire international art market
or to reach any conclusions regarding overall competition because dealers and smaller auction
firms frequently do not publicly report annual sales totals.

Auction Regulation

Regulation of the auction business varies from jurisdiction to jurisdiction. In many
jurisdictions, the Company is subject to laws and regulations that are not directed solely toward
the auction business, including, but not limited to, import and export regulations and value added
sales taxes. Such regulations do not impose a material impediment to the worldwide business of
the Company but do affect the market generally, and a material adverse change in such regulations
could affect the business. In addition, the failure to comply with such local laws and regulations
could subject the Company to civil and/or criminal penalties in such jurisdictions.

The Finance Segmemnt

The Company provides collectors and dealers with financing generally secured by works of art
that the Company either has in its possession or permits the borrower to possess. The Company’s
financing activities are conducted through its wholly-owned direct and indirect subsidiaries. The
Company believes it is one of the world’s leaders in art-related financing activities.

The Company generally makes two types of secured loans: (1) advances secured by consigned
property to borrowers who are contractually committed, in the near term, to sell the property at
auction (a “consignor advance”); and (2) general purpose loans to collectors or dealers secured by
property not presently intended for sale. The consignor advance allows a consignor to receive
funds shortly after consignment for an auction that will occur several weeks or months in the
future, while preserving for the benefit of the consignor the potential of the auction process. The
general purpose secured loans allow the Company to establish or enhance a mutually beneficial
relationship with dealers and collectors. The loans are generally made with full recourse to the
borrower. In certain instances, however, loans are made with recourse limited to the works of art
pledged as security for the loan. To the extent that the Company is looking wholly or partially to
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the collateral for repayment of its loans, repayment can be adversely impacted by a decline in the
art market in general or in the value of the particular collateral. In addition, in situations where
the borrower becomes subject to bankruptcy or insolvency laws, the Company’s ability to realize
on its collateral may be limited or delayed by the application of such laws. The majority of the
Company’s loans are variable interest rate loans.

Although the Company’s general policy is to make secured loans at loan to value ratios
(principal loan amount divided by the low auction estimate of the collateral) of 50% or lower, the
Company will lend at loan to value ratios higher than 50%. In certain of these situations, the
Company finances the purchase of works of art by certain art dealers through unsecured loans.
The property purchased pursuant to such unsecured loans is sold by the dealer or at auction with
any net profit or loss shared by the Company and the dealer.

(See Notes B and D of Notes to Consolidated Financial Statements under Item 8.)

The Company funds its financing activities generally through borrowings under the Amended
and Restated Credit Agreement and internally generated funds. (See “Management’s Discussion
and Analysis of Results of Operations and Financial Condition—Liquidity and Capital Resources”
under Item 7 and Note H of Notes to Consolidated Financial Statements under Item 8.)

The Finance Market and Competition

A considerable number of traditional lending sources offer conventional loans at a lower cost
to borrowers than the average cost of those offered by the Company. However, the Company
believes that only a few other lenders are willing to accept works of art as sole collateral. The
Company believes that its financing alternatives are attractive to clients who wish to obtain
liquidity from their art assets.

The Real Estate Segment

The Company, through its subsidiary, Sotheby’s International Realty, Inc. (“SIR”), is engaged
in the marketing and brokerage of luxury residential real estate sales. SIR was founded in 1976 as
a wholly-owned subsidiary of the Company. A natural extension of the Company’s auction services,
SIR’s early mission was to assist fine arts, furniture and collectibles clients in buying and selling
distinctive properties. Since that time SIR has evolved into a worldwide organization serving an
international customer base. Today, SIR provides brokerage, marketing and consulting services for
luxury residential, resort, farm and ranch properties domestically and internationally.

SIR offers real estate clients a global network of brokerage operations, including 17 company-
owned brokerage offices, five regional offices and a buyers’ representative in Hong Kong.

The company-owned brokerage offices of SIR are located on the upper East Side and in
SoHo in Manhattan, New York; Southampton, Bridgehampton and East Hampton, New York;
Palm Beach, Florida; Beverly Hills, Brentwood, Santa Barbara and San Francisco, California;
Greenwich and Litchfield County, Connecticut; Santa Fe, New Mexico; Jackson Hole, Wyoming;
Sydney, Australia; London, England and Paris, France.

SIR’s five regional offices, located in Manhattan, New York; Palm Beach, Florida; Newport .
Beach, California; Boston, Massachusetts; and Munich, Germany, manage the Company’s affiliation
with more than 185 independent brokerage offices in the United States (“U.S.”), Europe, Canada
and the Caribbean. In selecting its affiliates, SIR evaluates a firm’s expertise in the high-end K
segment of its local market, community reputation and dedication to customer service. Each
affiliate is the exclusive SIR representative in its respective territory.

Through the SIR global network, buyers are offered access to distinctive properties, in a range
of prices, in both domestic and international luxury real estate markets. The global network,
combined with SIR’s connection to the Company’s auction and finance businesses, provides sellers
access to a unique, qualified group of buyers.

Additionally, through Sotheby’s Lehman Mortgage Services (“SLMS”), a joint venture with
Lehman Brothers Bank, FSB, a wholly-owned subsidiary of Lehman Brothers Holdings, Inc., SIR
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accommodates the unique financing needs of the purchasers of high-end residential real estate. The
Company does not control SLMS; consequently, the Company uses the equity method to account
for its investment in SLMS. (See Notes B and F of Notes to Consolidated Financial Statements
under Item 8.)

Real Estate Competition

SIR’s primary competitors are small, local real estate brokerage firms that deal exclusively
with luxury real estate and the “distinctive property” divisions of large regional and national real
estate firms, which have recently begun to provide substantially increased competition.

Competition in the luxury real estate business takes many forms, including competition in
commission rates, marketing expertise, attracting and retaining key personnel and the provision of
personalized service to sellers and buyers.

Real Estate Regulation

The real estate brokerage business is subject to regulation in most jurisdictions in which SIR
operates. Typically, individual real estate brokers and brokerage firms are subject to licensing
requirements. Depending on a jurisdiction’s requirements and the nature of SIR’s business
conducted there, SIR may register to conduct business, maintain a real estate brokerage license,
and/or act as an exclusive marketing agent providing services to licensed real estate brokers in a
particular jurisdiction.

Factors Affecting Operating Revenues and Liguidity

See “Management’s Discussion and Analysis of Results of Cperations and Financial
Condition—Factors Affecting Operating Revenues and Liquidity” under Item 7.

Finemcial and Geographical Information About Operating Segments

See Note C of Notes to Consolidated Financial Statements under Item 8 for financial and
geographical information about the Company’s operating segments.

Personnel

At December 31, 2001, the Company had 1,799 employees: 777 located in North America; 664
in the U.K. and 358 in the rest of the world. The following table provides a breakdown of
employees by operating segment as of December 31, 2001:

Operating Segment Number of Employees
AUCHON . ittt i e e e 1,493
Real Estate ..., 102
FINance ...ttt e 5
Other ... i i e 199

Total ... 1,799

The Company regards its relations with its employees as good.

(See Note R of Notes to Consolidated Financial Statements under Item 8 for information on
the Company’s restructuring plans.)

Item 2. Properties

The Company’s North American Auction and Finance operations, as well as its corporate
offices, are headquartered at 1334 York Avenue, New York, New York (the “York Property”). The
York Property is approximately 400,000 square feet. The Company also currently leases warehouse
space at one other location in New York City, and leases office and exhibition space in several
other major cities throughout the U.S., including Los Angeles, San Francisco, Chicago, Palm
Beach, Philadelphia and Boston.

The Company acquired the York Property in July 2000. During the first quarter of 2001, the
Company completed the construction of a six-story addition and renovation of the York Property,
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which expanded the Company’s auction, warehouse and office space in New York City and enabled
the Company to consolidate many of its New York City operations. As a result, during 2001, the
Company reduced the number of other office and warehouse spaces leased in the New York City
area.

The Company has granted a mortgage on the York Property to the lenders under its existing
credit facility. (See “Management’s Discussion and Analysis of Results of Operations—Liquidity
and Capital Resources” under Item 7 and Note H of Notes to Consolidated Financial Statements
under Item 8.)

The Company’s U.K. operations (primarily auction) are centered at New Bond Street, London,
where the main salesrooms and administrative offices of Sotheby’s (U.K.) are located. The New
Bond Street premises are approximately 200,000 square feet. The Company also leases
approximately 50,000 square feet at Clympia, a landmark building located in Kensington, West
London. The Olympia facility, which commenced operations in September 2001, is a specially
dedicated middle market salesroom that expands the Company’s London auction operations. In
addition, the Company leases warehouse space at King’s House in West London and owns a
building in Sussex, which previously housed an auction salesroom.-

The Company also leases space primarily for auction operations in various locations
throughout Continental Europe, including salesrooms in Amsterdam, Geneva, Milan, Paris and
Zurich; in Asia, including Hong Kong, Singapore, Taipei, and Tokyo; in Australia and in South
America.

During the second quarter of 2001, SIR relocated and consolidated its corporate headquarters,
upper East Side Manhattan brokerage operations and certain regional operations to approximately
25,000 square feet of office space at 38 East 61st Street, New York, New York, under a lease from
an unaffiliated party. SIR also leases office space at a number of domestic and international
locations, totaling approximately 64,000 square feet.

In management’s opinion, the Company’s worldwide premises are generally more than
adequate for the current conduct of its business.

ftem 3. Legal Proceedings

In April 1997, the Antitrust Division of the United States Department of Justice (the “DOI”)
began an investigation of certain art dealers and major auction houses, including the Company and
its principal competitor, Christie’s International, PLC. The Company has pled guilty to a violation
of the U.S. antitrust laws in connection with a conspiracy to fix auction commission rates charged
to sellers in the U.S. and elsewhere and, on February 2, 2001, the U.S. District Court for the
Southern District of New York accepted the Company’s plea and imposed on the Company a fine
of $45 million payable without interest over a period of five years. The Company has funded $6
million of the fine payable to the DOJ in accordance with the plea, and the remaining $39 million
of the fine is payable as follows: (a) $6 million due February 6, 2003, (b) $6 million due February
6, 2004, (c) $12 million due February 6, 2005 and (d) $15 million due February 6, 2006. The
European Commission and the Canadian Competition Bureau are also conducting investigations
regarding commissions charged by the Company and Christie’s for auction services, and the .
Company is cooperating with such investigations.

A number of private civil complaints, styled as class action complaints, were also filed against
the Company alleging violations of federal and state antitrust laws based upon alleged agreements
between Christie’s and the Company regarding commissions charged to purchasers and sellers of
property in the U.S. and elsewhere. In addition, several shareholder class action complaints were
filed against the Company and certain of its directors and officers, alleging failure to disclose the
alleged agreements and their impact on the Company’s financial condition and results of
operations. And a number of shareholder derivative suits were filed against the directors of the
Company based on allegations related to the foregoing lawsuits and investigations, all of which
have been settled pursuant to non-appealable court-approved settlement agreements that have been
fully funded.




Included in the lawsuits described above are more than fifty purported class action lawsuits
that were filed against the Company and/or its wholly-owned subsidiary, Sotheby’s, Inc., beginning
January 30, 2000, alleging violations of the federal antitrust laws in connection with auctions in the
U.S. (the “U.S. Antitrust Litigation”). Christie’s International, PLC and Christie’s, Inc. (collectively
“Christie’s”) were also named as defendants in these actions. All of these federal antitrust actions
were filed in or later transferred to the U.S. District Court for the Southern District of New York.
On February 23, 2000, the U.S. District Court for the Southern District of New York entered an
order consolidating all of the actions theretofore filed in that court. Pursuant to the court’s
consolidation Order, plaintiffs filted a consolidated complaint on March 15, 2000, captioned In Re
Auction Houses Antitrust Litigation, No. 00 Civ. 0648. The consolidated complaint was brought on
behalf of individuals that purchased and/or sold items auctioned by defendants during the period
of January 1, 1993 through February 7, 2000.

On September 24, 2000, the Company agreed to settle the U.S. Antitrust Litigation, subject to
court approval. On April 20, 2001, the Court approved an amended settlement agreement (the
“Amended Settlement Agreement”). Under the Amended Settlement Agreement, the Company has
deposited into an escrow account for the benefit of members of the class (a) $206 million in cash
and (b) a global vendor’s commission discount certificate with a face value of $62.5 million. The
court determined that the $62.5 million face value of the global vendor’s commission discount
certificate had a fair market value of not less than $50 million. Of these amounts, $156 million in
cash was funded by A. Alfred Taubman, holder of approximately 13.2 million shares of the
Company’s Class B Common Stock, the Company’s former Chairman and a co-defendant in the
U.S. Antitrust Litigation. The vendor’s commission discount certificates may be used to pay
vendor’s commissions and certain other sale charges at Sotheby’s or Christie’s during the five years
after their distribution to members of the class and are redeemable for cash at the end of four
years. The Company entered into the Amended Settlement Agreement without any admission of
liability. Certain class members have filed notices of appeal of the court’s order approving the
settlement. The U.S. Court of Appeals for the Second Circuit will hear the appeal in the U.S.
Antitrust Litigation.

One of the parties that opted out of the class action settlement in the U.S. Antitrust
Litigation has threatened to commence a lawsuit against Sotheby’s and Christie’s alleging antitrust
violations and seeking approximately $19 million in damages. The Company believes that its
maximum potential exposure in this matter is substantially less than the amount of the claim. The
parties have agreed to enter into non-binding arbitration to attempt to resolve this claim. Although
there were other opt-outs from the settlement of the U.S. Antitrust Litigation, no other claims
have been asserted to date.

Three other purported class action lawsuits were filed in the U.S. District Court for the
Southern District of New York against the Company and its wholly-owned subsidiary, Sotheby’s,
Inc., beginning in August 2000, alleging violations of the federal antitrust laws and international
law, on behalf of purchasers and sellers in auctions conducted outside the U.S. Christie’s was also
named as a defendant in these actions along with several current or former directors and/or
officers of both the Company and Christie’s. The complaints in these actions (the “International
Antitrust Litigation”) contained allegations identical to the complaints in the U.S. Antitrust
Litigation but were considered separately from the U.S. Antitrust Litigation. On October 30, 2000,
plaintiffs filed a consolidated amended complaint in the International Antitrust Litigation. On
January 30, 2001, the court granted the Company’s motion to dismiss the International Antitrust
Litigation on the grounds of lack of jurisdiction over auctions held by the Company and its
subsidiaries outside of the U.S. On February 13, 2001, the plaintiffs filed a motion seeking
reconsideration of the court’s decision, and on February 15, 2001, the court entered an order
denying plaintiffs’ request for reconsideration. Plaintiffs have appealed the court’s decision to the
U.S. Court of Appeals for the Second Circuit. On October 3, 2001, the Court of Appeals heard
oral arguments on this appeal, and it is expected that a decision will be rendered within the next
few months.

In addition to the federal actions, six indirect purchaser class action lawsuits have been filed
against the Company, its subsidiary, Sotheby’s, Inc. and Christie’s in the Superior Court of the
State of California, alleging violations of the Cartwright Act, California’s antitrust statute, and the
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California Unfair Competition Act. The complaints in these lawsuits purport to be brought on
behalf of individuals that indirectly purchased items in California from one or more of the
defendants. The complaints generally allege, among other things, that the Company along with
Christie’s conspired to fix and raise the commissions charged to buyers and sellers of art and other
items at auction, and that, as a result, such indirect purchasers paid more for art and other items
than they otherwise would have paid in the absence of defendants’ conduct. The complaints seek,
among other things, treble damages in unspecified amounts, interest, disgorgement of gains,
equitable relief, attorneys’ fees and costs. The Company filed a demurrer to these complaints on
May 10, 2000. Pursuant to a stipulation among the parties, plaintiffs have until April 1, 2002 to file
a consolidated amended complaint; defendants can then decide whether to file a further demurrer;
and all discovery is stayed until October 14, 2002.

On May 11, 2000 the U.S. District Court for the Southern District of New York issued an
order consolidating the shareholder class action complaints referred to above, and styling the
consolidated shareholders’ litigation as: In Re Sotheby’s Holdings, Inc. Securities Litigation, No. 00
Civ. 1041 (DLC) (the “Shareholder Litigation”). On September 24, 2000, the Company agreed to
settle the Shareholder Litigation, and on February 16, 2001, the Court approved the settlement.
The Company entered into the settlement agreement for this litigation without any admission of
liability. Under the terms of the Shareholder Litigation settlement, the Company has deposited into
an escrow account for the benefit of members of the class of all purchasers of the Company’s
Class A Common Stock during the period of February 11, 1997 through February 18, 2000: (a) $30
million in cash and (b) 2,204,708 shares of Sotheby’s Class A Common Stock, which had a value
of $40 million at the time they were deposited. A. Alfred Taubman, holder of approximately 13.2
million shares of the Company’s Class B Common Stock, the Company’s former chairman and a
co-defendant in the Shareholder Litigation, funded the $30 million cash payment due under the
terms of the Shareholder Litigation settlement. Plaintiffs’ counsel has filed a notice of appeal
addressed solely to the Court’s award of attorneys’ fees and expenses. The Company is not
participating in this appeal. No other appeals have been filed and the time to appeal has expired.

The Company’s agreement with A. Alfred Taubman, pursuant to which Mr. Taubman provided
funding for the settlements of the U.S. Antitrust Litigation and the Shareholder Litigation, as
described above, also provided for mutual releases by the Company and Mr. Taubman of claims
against each other relating to the DOJ investigation and related investigations and civil litigation.
In addition, the agreement provides for the Company to bear all liability and to indemnify Mr.
Taubman for damages in connection with any civil proceeding relating to any antitrust claim
asserted by buyers or sellers at auctions conducted outside of the U.S., including the International
Antitrust Litigation, and for legal fees and expenses incurred by Mr. Taubman after April 12, 2001
in connection with any such proceeding.

In Canada, a purported class action has been commenced in the Superior Court of Ontario
against the Company, Sotheby’s (Canada) Limited, Christie’s and other defendants claiming
damages in the amount of approximately $14 million plus costs for alleged anticompetitive
activities. It is anticipated that a Statement of Defense will be filed denying any liability with
respect to the claim.

The Company is also aware of a governmental investigation in Italy arising from certain
allegations of improper conduct by current and former Company employees. These allegations

arose from an early 1997 television program aired in the U.K. as well as the publication of a g
related book. The Company has been in contact during the past several years with, and is
continuing to work with, the relevant authorities. J

The Company also becomes involved, from time to time, in various claims and lawsuits
incidental to the ordinary course of its business. The Company does not believe that the outcome
of any such pending claims or proceedings will have a material effect upon its business or financial
condition. (See statement on Forward Looking Statements.)

Item 4. Submission of Matters to a Vote of Security Holders

No matters were submitted to a vote of the Company’s shareholders during the fourth quarter
of 2001.




PART I
Item 5. Market for the Registrant’s Commeon Egquity end Related Shareholder Matters

Market Informatiom

The principal U.S. market for the Company’s Class A Common Stock is the NYSE (symbol:
BID). The Class A Common Stock is also traded on the London Stock Exchange.

The Company also has Class B Common Stock, convertible on a share for share basis into
Class A Common Stock. There is no public market for the Class B Common Stock. Per share
cash dividends, if any, are equal for the Class A and Class B Common Stock.

On March 30, 2001, the Company deposited 1.1 million shares of its Class A Common Stock
with a fair market value of $20 million in an escrow account to extinguish a portion of the
remaining liability related to the Shareholder Litigation settlement. On April 25, 2001, the
Company deposited an additional 1.1 million shares of its Class A Common Stock in an escrow
account to extinguish the remaining liability associated with the Shareholder Litigation. (See Note
O of Notes to Consolidated Financial Statements and Part I, Item 3 “Legal Proceedings” for
additional information relating to the Shareholder Litigation.)

The quarterly price ranges on the NYSE of the Class A Common Stock for 2001 and 2000
are as follows:

2001
Quarter Ended E—_lhﬁ g._gw_v
March Bl .o e e $27.31  $18.00
JUNE B0 o e e $19.91 $16.13
September 30 . ... . $18.08 $10.76
December 31 oo e $17.00 $11.86

2000
Quarter Ended High Lew
March Bl oo $29.06 $15.63
JUNE B0 . i e e e e $19.44 $14.75
September 30 ... ... $2484 $17.94
December 3l o e $27.56 $21.19

The Company’s existing credit facility has a covenant that requires the Company to limit
dividend payments. (See Note H of Notes to Consolidated Financial Statements under Item 8.)

The Company did not pay any dividends during 2001 and 2000 and does not expect to pay
dividends for the foreseeable future.

The number of holders of record of the Class A Common Stock as of March 6, 2002 was 852.
The number of holders of record of the Class B Common Stock as of March 6, 2002 was 27.




Item 6. Selected Financial Data

Selected Fimancial Data
Year Ended December 31,

2001 2000 1999 1998 1997
—— (’H‘h@ﬁmﬂs of doMmm,er& per slhamam) —

Auction Sales (1) ................. $1,619,908 $1,936,316 $2,258,752 $1,939,743 $1,843,335
Auction and related revenues..... $ 286,513 $ 336,027 $ 390,101 $ 367,204 $ 335511
Other revenues ............oov.... $ 49,650 $ 61,761 $ 52484 § 79,848 $ 46,281
Total revenues ......c.vovvvvuvennn. $ 336,163 $ 397,788 $ 442585 § 447,052 $ 381,792
Operating (loss) income .......... $ (49,771)(2) $ (237,083)(3) $§ 54,173 § 80,778 (4) § 67,759 (5)
(Loss) income before taxes ....... $ (71,546)(2) $ (250,127)(3) $ 52,150 $§ 73813 (4) $§ 64,457 (5)
Net (loss) income................. $ (41,696)(6) $ (189,694)(7) $ 32,854 $§ 45,025 (8) $ 40,608 (9)
Basic (loss) earnings

pershare ............coovuiinnn. $ ((0696)$ (B22)(7)$ 057 § 079 (8) § 0.73 (9)
Diluted (loss) earnings

pershare ....................... $  (069)6)$ (322)(7) % 0.56 $ 0.79 (8) § 0.72 (9)
Cash dividends declared '

pershare ....................... $ — $ — $ 040 $ 0.40 $ 0.40
Working capital ................... $ 36,122 $ 39515 $ 159,460 $ 132,326 $ 123,522
Total assets .........ccooveenueennn. $ 864,111 $1,078,111 $1,072,787 § 769,646 $ 860,241
Short-term borrowings ............ $ 130,000 $ 116,000 $ 272§ 2,098 $§ 2,168
Commercial paper borrowings .... § — $ — $ — § —_ $ 117,000
Long-term debt................... $ 99,398 $ 99,334 $ 99275 § — $ —
Net (debt) cash (10).............. $ (121,812) $(160,709) $§ (57,228) § 69,140 $ (85,526)
Shareholders’ equity .............. $ 185,870 $ 188,054 $ 377,044 § 319,674 $ 260,068

(1) Auction Sales represent sales at the hammer price plus buyer’s premium.

(2) Includes 2001 retention costs of $19.8 million, net restructuring charges of $16.5 million and special
charges of $2.5 million.

(3) Includes 2000 special charges of $203.1 million, restructuring charges of $12.6 million and retention
costs of $3.4 million.

(4) Includes 1998 restructuring charges of $15.2 million.
(5) Includes 1997 special charges of $11.7 million.

(6) Includes 2001 retention costs of $11.5 million, net restructuring charges of $9.6 million and special
charges of $1.5 million, after tax.

(7) Includes 2000 special charges of $159.6 million, restructuring charges of $8.1 million and retention
costs of $2.2 million, after tax.

(8) Includes 1998 restructuring charges of $9.3 million, after tax.
(9) Includes 1997 special charges of $7.4 million, after tax.

(10) Long-term debt, short-term borrowings and commercial paper borrowings less cash and cash
equivalents.
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Item 7. Management’s Discussion and Analysis of Results of Operations and Finanrcial Condition

Results of Operations for the Years Ended December 31, 2001 and 2000—Note C (“Segment
Reporting”) of Notes to Consolidated Financial Statements should be read in conjunction with this
discussion.

The worldwide art auction market has two principal selling seasons, spring and fall.
Consequently, during the summer and winter, Auction Sales (as defined below) are considerably
lower. During 2001 and 2000, approximately 79% and 84% of the Company’s Auction Sales,
respectively, were derived from the second and fourth quarters of the year (see Note T of Notes
to Consolidated Financial Statements).

The business environment in the art market continues to be difficult, and the Company
continues to face increased competition for consignments. Competition from the Company’s
traditional competitor, Christie’s, as well as other auctioneers such as Phillips, have made it more
difficult to win consignments of significant collections and valuable individual properties. As a
result, the Company has experienced a decline in Auction Sales for the year ended December 31,
2001 and, consequently, a decrease in buyer’s premium and seller’s commission revenues.
Additionally, competition for consignments has contributed to a decrease in seller’s commission
revenue as a percentage of Auction Sales during 2001 as compared to 2000. The Company
currently believes that this business environment may continue and, as a result, may adversely
impact future Auction Sales, buyer’s premium revenue and seller’s commission revenue. (See
statement on Forward Looking Statements.)

In addition, the Company also experienced a decline in fourth quarter Auction Sales,
particularly in North America, attributable to the uncertainty surrounding the global economy in
the wake of the terrorist attacks of September 11, 2001.

The aggregate hammer price of property sold at auction by the Company (“Auction Sales”)
totaled $1,619.9 million during 2001, a decrease of $316.4 million, or 16%, compared to the prior
year. Excluding the impact of unfavorable foreign currency translations, Auction Sales decreased
15%. The decrease in worldwide Auction Sales reflects a 12% decrease in the average selling price
per lot sold in 2001 as compared to 2000 and a 3% decrease in the number of lots sold. The
following is a geographical breakdown of the Company’s Auction Sales for 2001 and 2000:

2001 2000
(Thousands of dollars)
North America .....ov vt e, $ 809,454 $1,0437229
Burope.........ooo 723,124 785,992
AT i 87,331 107,095
Total. ... $1,619,909 $1,936,316

Auction Sales in North America decreased $233.8 million, or 22%, during 2001. The Auction
Sales decrease in North America was primarily due to lower results in 2001 related to the various-
owner sales of Impressionist Art, American Paintings, Contemporary Art, Jewelry and Old Master
Paintings partially offset by a significant increase in Auction Sales attributable to single-owner
collections. Specifically, the year-to-year comparison in North America was positively influenced by
the 2001 single-owner sales of Works from the Collection of Stanley J. Seeger and Contemporary
Art from the Collection of Douglas S. Cramer for which there were no comparable sales in the
prior year.

Excluding the impact of unfavorable foreign currency translations, Auction Sales in Europe,
which for purposes of this discussion consists of the U.K. and Continental Europe, decreased $30.1
million, or 4%, during 2001. The decrease was primarily attributable to decreased Auction Sales in
Continental Europe partially offset by increased Auction Sales in the U.K. The decrease in
Continental Europe was primarily due to lower Auction Sales of Jewelry and Swiss Art, as well as
decreased Auction Sales attributable to single-owner collections. The increase in the U.K. was
primarily due to increased Fine Arts sales, partially attributable to the rescheduling of the winter
Impressionist and Contemporary sales in London. Such sales, which were rescheduled from

11




December 2000, were held in February 2001 and resulted in approximately $65 million in Auction
Sales. There were no comparable winter sales during 2000. The Auction Sales increase in the U.K.
was partially offset by lower spring various-owner Impressionist Art sales and decreased sales of
Islamic Art, as well as decreased Auction Sales attributable to single-owner collections.

Auction Sales in Asia decreased $19.8 million, or 18%, in 2001 when compared to 2000, which
was a record vear for Asian Auction Sales, especially in Hong Kong. The decrease was primarily
the result of lower Auction Sales attributable to single-owner collections. Specifically, the year-to-
year comparison in Asia was negatively influenced by the 2000 single-owner sale of An
Extraordinary Collection of Ming and Qing Imperial Porcelain and Works of Art for which there
was no comparable sale in 2001. Additionally, Asian Auction sales decreased due to lower sales of
Western and Jadeite Jewelry. Asian Auction Sales were not materially affected by the translation
to U.S. dollars.

All buyers pay a buyer’s premium to the Company on auction purchases. For live auction
purchases made at principal auction locations and for most collecting categories, the buyer’s
premium is currently 20% of the hammer (sale) price up to $15,000, 15% on the next $85,000 of
the hammer (sale) price up to $100,000 and 10% on any remaining amount over $100,000. For
Internet purchases, the buyer’s premium is 15% of the hammer (sale) price on the first $15,000
and 10% on any remaining amount over $15,000.

The Company’s current published seller’s commission structure gives credit to the seller both
for Auction Sales through the Company during the current year and for auction purchases made
from the Company during the current year when determining the applicable commission rate to be
paid. Under the current published seller’s commission structure, the applicable rate paid varies
according to the aggregate amount of purchases and sales by the seller and the type of seller, with
different rate schedules for private parties, art dealers and museums. For sales under $100,000, the
Company charges a seller’s commission determined on a per lot basis according to a fixed
schedule. In certain situations, the Company reduces or waives the seller’s commission.

Effective April 1, 2002, the Company currently plans to revise and simplify its buyer’s
premium and seller’s commission rate structures. Additionally, the Company will increase the
amount charged to seller’s for insurance on consigned property. The Company expects these
revisions to result in an increase in 2002 operating revenues. (See statement on Forward Looking
Statements.)

Worldwide revenues from auction and related operations decreased $49.5 million, or 15%, in
2001 compared to 2000. Excluding the impact of unfavorable foreign currency translations,
worldwide revenues from auction and related operations decreased 13%. The decrease was i
principally due to lower buyer’s premium and seller’s commission revenues, as well as decreased ‘
principal activities. The decrease in buyer’s premium revenues was primarily due to decreased
Auction Sales during 2001, as discussed above, partially offset by increased buyer’s premium rates
resulting from a favorable change in sales mix in North America. The decrease in seller’s
commission revenues was principally due to decreased Auction Sales during 2001, as discussed
above, and deterioration in seller’s commission rates primarily resulting from the current business
environment in the art market, as discussed above. The decrease in principal activities was largely
attributable to the continued lack of quality property presently available for investment and resale.

Other revenues consist primarily of revenues from the Company’s Real Estate and Finance
operating segments. Other revenues decreased $12.1 million, or 20%, in 2001 compared to 2000.
The decrease was principally due to decreased revenues in the Company’s Finance and Real Estate
operating segments. The decrease in Finance revenues was primarily due to the significantly lower
average outstanding balance of notes receivable and consignor advances during 2001 resulting from
the collection of maturing loans, as well as the decreased funding of new unsecured loans. Also
unfavorably impacting Finance revenues in 2001 were lower interest rates. The decrease in Real
Estate revenues was primarily due to lower sales volume resulting from a decline in the number of
units sold and lower average selling prices from company-owned brokerage offices. Other revenues
were not materially affected by the translation to U.S. dollars.
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Total expenses decreased $248.9 million, or 39%, compared to 2000. Excluding costs related to
the Company’s retention programs, net restructuring charges and special charges, total expenses
decreased $68.6 million, or 17%, compared to 2000. Excluding the impact of favorable foreign
currency translations, total expenses, excluding costs related to the Company’s retention programs,
net restructuring charges and special charges, decreased 15%.

Direct costs of services (consisting largely of corporate marketing and sale marketing expenses,
as well as catalogue production and distribution costs) totaled $63.7 million in 2001, a decrease of
$18.3 million, or 22%, compared to 2000. Excluding the impact of favorable foreign currency
translations, direct costs of services decreased 21%. The decrease in direct costs of services in 2001
was principally due to savings achieved in Internet related marketing costs as a result of the
continued implementation of the Company’s restructuring plans, as discussed below and in Note R
of Notes to Consolidated Financial Statements. Also significantly impacting the year-to-year
comparison of Internet related marketing costs are expenses incurred during the first quarter of
2000 for the launch of the Company’s websites for which there was no comparable spending during
2001. Such savings were partially offset by an increase in live auction direct costs as a percentage
of Auction Sales due to the competitive environment for consignments, as discussed above.

Excluding costs related to the Company’s retention programs, net restructuring charges and
special charges, all other operating expenses consisted of the following during 2001 and 2000:

2001 2000

{(Thousands of dollars)

Salaries and related costs ...........coviiiiiiia.... $159,575 $179,378
General and administrative expenses................ 98,403 130,500
Depreciation and amortization expense ............. 25,456 23,891
Total ..o e e $283,434  $333,769

Salaries and related costs decreased $19.8 million, or 11%, during 2001 when compared to
2000. Excluding the impact of favorable foreign currency translations, salaries and related costs
decreased 9%. This decrease was primarily due to savings achieved in the Auction segment as a
result of the Company’s restructuring plans, as well as lower incentive bonus costs during 2001.
Also influencing the comparison of salaries and related costs to the prior year are expenses
incurred during the first half of 2000 for temporary employees used in connection with the design
and launch of the Company’s websites for which no comparable costs were incurred in 2001. Such
savings were partially offset by annual merit increases throughout the Company that took effect
during the first quarter of 2001.

General and administrative expenses decreased $32.1 million, or 25%, during 2001 when
compared to 2000. Excluding the impact of favorable foreign currency translations, general and
administrative expenses decreased 23%. The decrease was principally due to reductions in Internet
related costs, travel and entertainment expenses and professional fees primarily as a result of the
Company’s restructuring plans and other cost containment measures, savings in rent expense
resulting from the consolidation of the Company’s live and Internet auction operations in New
York into the York Property in April 2001, lower bad debt expense related to auction accounts
receivable and the reversal of approximately $5.2 million of accruals that were no longer required
due to positive changes in circumstances. Also significantly impacting the comparison to the prior
year is a $9.0 million provision recorded in 2000 for an unsecured loan for which there was no
comparable provision recorded in 2001. Such reductions in general and administrative expenses
during 2001 were partially offset by increased insurance costs and higher maintenance and utilities
costs related to the York Property, as well as the incremental rent expense associated with the new
Manhattan brokerage and corporate location of SIR in New York.

Depreciation and amortization expense increased $1.6 million, or 7%, during 2001 when
compared to 2000. Excluding the impact of favorable foreign currency translations, depreciation
and amortization expense increased 8%. The increase was primarily due to the commencement of
depreciation on the final phase of the York Property placed in service in April 2001 and other
capital projects that were placed in service subsequent to the end of 2000.
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In 2001 and 2000, the Company recognized expense of approximately $19.8 million and $3.4
million, respectively, related to the retention programs for key employees discussed in Note Q of
Notes to Consolidated Financial Statements.

Excluding Internet related net restructuring charges of approximately $8.4 million and $1.0
million, Internet related operating expenses totaled $23.1 million and $56.0 million in 2001 and
2000, respectively. The significant decrease is principally due to savings achieved in marketing
expenses, general and administrative expenses and salaries and related costs, as discussed above.

Restructuring Charges—During 2001 and 2000, the Company recorded the following net
restructuring charges related to the restructuring plans described below:

2001 2000

(Thousands of dollars)
1998 Restructuring Plan .............cooiiiiin, $ (660) $ —
2000 Restructuring Plan .............coooiiiieiin.n. (730) 12,634
2001 Restructuring Plan ...t 17,922 —
Total ..o $16,532 $12,634

During the second quarter of 2001, the Company reversed the remaining 1998 restructuring
liability related to the consolidation and integration of its New York operations into the York
Property. As the consolidation and integration was completed in the second quarter of 2001, the
Company determined that such amount was no longer required.

During the fourth quarter of 2000, management completed a strategic and operational review
of the Company’s businesses. Based on the results of this review, the Board of Directors approved
the 2000 Restructuring Plan (as defined in Note R of Notes to Consolidated Financial Statements)
for the Auction operating segment in December 2000, and the Company recorded restructuring
charges of $12.6 million in the fourth quarter of 2000.

During the third quarter of 2001, the Company reversed $0.7 million of the liability related to
the 2000 Restructuring Plan primarily due to severance and termination benefits that will not be
paid as a result of unanticipated employee attrition and redeployment.

During the third quarter of 2001, management completed a further review of the Company’s
businesses. Based on the results of this review, the Board of Directors approved a restructuring
plan in September 2001 for the Company’s live auction business within the Auction operating
segment, as well as its Finance and Real Estate operating segments and certain corporate
departments. In the fourth quarter of 2001, as authorized by the Board of Directors, management
approved a restructuring plan for the Company’s online auction business within the Auction
operating segment. As a result of the 2001 Restructuring Plan (as defined in Note R of Notes to
Consolidated Financial Statements) the Company recorded net restructuring charges of
approximately $17.9 million in 2001, of which $8.8 million was recorded in the fourth quarter of
2001.

Total estimated net annual cost savings following the full implementation of the restructuring
plans will approximate $60 million. These savings have been initiated during 2001, primarily in the
Internet, and are currently expected to be fully realized by the end of 2002. Most of the
anticipated savings are expected to be achieved through lower salaries and related expenses
resulting from terminations and attrition, as well as reductions in direct costs of services and
general and administrative expenses.

Total remaining cash expenditures related to the restructuring plans are expected to be
approximately $7.0 million. The majority of such cash expenditures are expected to be made
during the first nine months of 2002.

(See Note R of Notes to Consolidated Financial Statements for additional information on the
Company’s restructuring plans.)

(With respect to all statements made herein regarding the Company’s restructuring plans, see
statement on Forward Looking Statements.)
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Special Charges—During 2001 and 2000, the Company recorded special charges of $2.5 million
and $203.1 million, respectively, related to the investigation by the DOJ, other governmental
investigations and the related U.S. Antitrust Litigation and Shareholder Litigation, as discussed in
Part I, Item 3 “Legal Proceedings.” (See Note O of Notes to Consolidated Financial Statements
for information on the composition of these charges.)

Net Interest Expense—Net interest expense increased $9.3 million in 2001 as compared to 2000.
The increase was primarily due to higher interest expense resulting from an increase in weighted
average outstanding borrowings during the year, as well as an increase in the amortization of fees
related to the Amended and Restated Credit Agreement, as discussed below and in Note H of
Notes to Consolidated Financial Statements.

Income Tax Benefit—The consolidated effective tax rate was approximately 42% in 2001
compared to 24% in 2000. The lower tax rate in 2000 is primarily due to the fact that the
Antitrust Fine payable to the DCJ was not tax deductible and only a portion of the U.S. Antitrust
Litigation settlement was tax deductible.

Net Loss and Loss Per Share—During 2001, net loss decreased to ($41.7) million from a net
loss of ($189.7) million in 2000. Basic and diluted loss per share for 2001 decreased to ($0.69) per
share from ($3.22) per share for 2000. The impact of special charges on basic and diluted loss per
share was (80.02) and (82.71) for the years ended December 31, 2001 and 2000, respectively. The
impact of net restructuring charges on basic and diluted loss per share was ($0.16) and ($0.14) for
the years ended December 31, 2001 and 2000, respectively. The impact on basic and diluted loss
per share related to the Company’s Internet operating loss, excluding the Internet related net
restructuring charges discussed above, was ($0.15) per share and ($0.52) per share in 2001 and
2000, respectively.

Contingencies—See Notes O and P of Notes to Consolidated Financial Statements for
information on contingencies and Note Q of Notes to Consolidated Financial Statements for
information on the Company’s employee retention programs. (See statement on Forward Looking
Statements.)

Derivatives—The Company primarily utilizes forward exchange contracts to manage exposures
related to foreign currency risks, which mostly arise from foreign currency denominated
intercompany balances. Generally, such intercompany balances are centrally funded and settled
through the Company’s global treasury function. The Company’s primary objective for holding
derivative instruments is to minimize foreign currency risks using the most effective methods to
eliminate or reduce the impacts of these exposures.

The forward exchange contracts entered into by the Company are used as economic cash flow
hedges of the Company’s exposure to foreign currency denominated intercompany balances. Such
contracts are typically short-term with settlement dates no more than one month from their
inception. These contracts are not designated as hedging instruments under Statement of Financial
Accounting Standards (“SFAS”) No. 133 and are recorded on the Company’s Consolidated Balance
Sheet at fair value with any changes in their fair value being recognized currently in earnings.
Such changes in fair value are generally offset by the revaluation of the underlying intercompany
balance in accordance with SFAS No. 52, “Foreign Currency Translation.” As a result, upon
settlement, the net impact on the Company’s earnings of such derivative instruments represents the
transaction costs related to the derivatives. During 2001, such costs, which are reflected in other
income/(expense), were not material to the Company’s results of operations.

The Company’s Consolidated Balance Sheet at December 31, 2001 includes a nominal asset
within other current assets reflecting the fair value of the Company’s forward exchange contracts.

(See Note N of Notes to Consolidated Financial Statements.)

Results of Operations for the Years Ended December 31, 2000 and 1999—Note C (“Segment
Reporting”) of Notes to Consolidated Financial Statements should be read in conjunction with this
discussion.
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As discussed above, the worldwide art auction market has two principal selling seasons, spring
and fall. Consequently, during the summer and winter, Auction Sales are considerably lower.
During 2000 and 1999, approximately 84% and 83% of the Company’s Auction Sales, respectively,
were derived from the second and fourth quarters of the year.

Auction Sales for the Company totaled $1,936.3 million during 2000, a decrease of $322.4
million, or 14%, compared to the prior year. Excluding the impact of unfavorable foreign currency
translations, Auction Sales decreased 11%. The decrease in worldwide Auction Sales was due to a
7.9% decrease in the number of lots sold and a 3.3% decrease in the average selling price per lot
sold in 2000 as compared to 1999. The following is a geographical breakdown of the Company’s
Auction Sales for 2000 and 1999:

2000 1998

(Thousands of dollars)
North America.....covviiiiiiiiiiiiiiiiiinnennns $1,043,229 $1,264,475
Burope ... 785,992 904,515
A 107,095 © 89,762
Total. .o e $1,936,316 $2,258,752

The Auction Sales decrease in North America of $221.2 million, or 17%, during 2000 was
primarily the result of a 79% decline in Auction Sales attributable to single-owner collections as
Auction Sales in 1999 included the single-owner sales of paintings and sculptures from the
Collection of Mr. and Mrs. John Hay Whitney, the Collection of Eleanore and Daniel Saidenberg,
Masterpieces from the Time Museum including Watches, Clocks and Scientific Instruments, the sale
of the Barry Halper Collection of baseball memorabilia (the “Barry Halper Collection™) and the
sale of furniture, decorative and fine arts from the Estate of Mrs. John Hay Whitney for which
there were no comparable sales in 2000. The unfavorable year-to-year comparison in North
America was partially offset by stronger various-owner Impressionist Art and Contemporary Art
and Old Master Paintings sales, as well as the commencement of Internet sales.

Excluding the impact of unfavorable foreign currency translations, Auction Sales in Europe,
which for purposes of this discussion consists of the UK. and Continental Europe, decreased $44.7
million, or 5%. The decrease was primarily attributable to the rescheduling of the Impressionist
Art and Contemporary Art sales in the U.K., traditionally held in December, to February 2001.
The results of such sales (approximately $82.9 million), included in the fourth quarter of 1999, are
not reflected in the Company’s results for the fourth quarter of 2000. The impact of the
rescheduled sales was partially offset by the single-owner Benacre House sale, the single-owner
IHluminated Manuscripts sale and the Surrealist: Dreams and Imagery sale for which there were no
comparable sales in 1999.

Asian Auction Sales increased $17.3 million, or 19%, primarily due to the single-owner sale of
An Extraordinary Collection of Ming and Qing Imperial Porcelain and Works of Art in the fourth
quarter of 2000 for which there was no comparable sale in 1999, as well as stronger sales results
from the Chinese Ceramics and Works of Art sale. Asian Auction Sales were not materially
affected by the translation to U.S. dollars.

On February 29, 2000, the Company announced a new commission structure for both buyers
and sellers at its principal live auction locations. This commission structure for sellers was effective
upon the announcement; the new rates for buyers became effective April 1, 2000.

The Company’s published seller’s commission structure gives credit to the seller both for
auction sales through the Company during the current year and for auction purchases made from
the Company during the current year when determining the applicable commission rate to be paid.
Under this structure, the applicable rate paid varies according to the aggregate amount of
purchases and sales by the seller and the type of seller, with different rate schedules for private
parties, art dealers and museums. For sales under $100,000, the Company charges a seller’s
commission determined on a per lot basis according to a fixed schedule. This published seller’s
comimnission structure represents an overall reduction in the fees charged to sellers.
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For buyers in most collecting categories, the Company charges a buyer’s premium of 20% of
the hammer (sale) price up to $15,000, 15% on the next $85,000 of the hammer (sale) price up to
$100,000 and 10% of the hammer (sale) price on any remaining amount over $100,000. These
buyer’s premium rates represent an overall increase in the fees previously charged to buyers.

The buyer’s premium on Internet purchases was 10% of the hammer (sale) price until
March 5, 2001. Effective on that date, the Company increased the buyer’s premium charged on
Internet purchases to 15% of the hammer (sale) price on the first $15,000, while leaving the
buyer’s premium at 10% of the hammer (sale) price on any remaining amount over $15,000.

Worldwide revenues from auction and related operations decreased $54.1 million, or 14%, in
2000 compared to 1999. Excluding the impact of unfavorable foreign currency translations,
worldwide revenues from auction and related operations decreased 10%. The decrease was
principally due to lower seller’s commission revenue, buyer’s premium revenue and expense
recoveries. The decrease in seller’s commission revenue was primarily a result of the decreased
sales discussed above, the business environment discussed below, the impact of the commission
structure discussed above and a decrease in the number of lots sold at live auctions, as well as an
increase in the average selling price of lots sold at live auctions which resulted in lower seller’s
commission rates. The decrease in buyer’s premium revenue was due primarily to the decreased
sales discussed above partially offset by the impact of the commission structure discussed above.
The decrease in expense recoveries was primarily a result of the business environment, as
discussed in more detail below. '

During 2000, the business environment in the art market became more difficult, and the
Company faced increased competition for consignments. In addition to the Company’s traditional
competitor, Christie’s, other auctioneers such as Phillips and a variety of Internet auction websites
started to provide competition in certain areas. As a result of these factors and the impact of the
commission structure discussed above, the Company experienced a decrease in seller’s commission
revenue and expense recoveries in 2000 as compared to 1999. :

Other revenues consist primarily of revenues from the Company’s Real Estate and Finance
operating segments. Other revenues increased $9.3 million, or 18%, in 2000 compared to 1999. The
increase was principally due to increases in the Real Estate and Finance segments. The increase in
Real Estate revenues was primarily the result of both increased unit sales and higher average
selling prices from Company-owned and affiliated brokerage offices. The increase in Finance
revenues was due primarily to an increase in the weighted average interest rates charged on notes
receivable and an increase in the average loan portfolio balance. Other revenues were not
materially affected by the translation to U.S. dollars.

Total expenses increased $246.5 million, or 63%, compared to 1999. Excluding special charges,
restructuring charges and costs related to the Company’s retention plans, total expenses increased
$27.3 million, or 7%, compared to 1999. Excluding the impact of favorable foreign currency
translations, total expenses, excluding special charges, restructuring charges and costs related to the
Company’s retention plans increased 11%.

Direct costs of services totaled $82.0 million in 2000, a decrease of $3.6 million, or 4%,
compared to 1999. Excluding the impact of favorable foreign currency translations, direct costs of
services were essentially flat. Direct costs of services in 2000 included significantly higher marketing
expenses, a direct result of the Company’s Internet spending due to the launch of its websites, as
discussed below. This spending was offset by a decrease in direct costs associated with live auction
sales resulting from fewer lots sold during the period, a decrease in the number of significant
single-owner sale events and lower catalogue production costs in the current year as prior year
results include, in particular, the cost of producing the catalogue for the sale of the Barry Halper
Collection.
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Excluding special charges, restructuring charges and costs related to the Company’s retention
programs, all other operating expenses consisted of the following during 2000 and 1999:

000 19%

(Thousands of dollars)

Salaries and related costs............ciiiiiiat, $179,378 $159,686
General and administrative expenses................ 130,500 125,711
Depreciation and amortization expense ............. 23,891 17,452
Total ..o $333,769  $302,849

Salaries and related costs increased $19.7 million, or 12%, during 2000 when compared to
1999. Excluding the impact of favorable foreign currency translations, salaries and related costs
increased 16%. These increases were primarily the result of the Internet and annual merit
increases. Also, impacting the year-to-year comparison of salaries and related costs was a reduction
of accrued compensation costs in 1999 of approximately $5.9 million for amounts previously
expensed by the Company for its 1997 and 1998 Performance Share Purchase Plan option grants
for which there was no comparable event in 2000. The Company determined that fulfiliment of the
financial performance criteria for the 1997 and 1998 grants (necessary for these options to
ultimately become exercisable under the terms of the Performance Share Purchase Plan) was not
likely to be achieved (see Note K of Notes to Consolidated Financial Statements).

General and administrative expenses increased $4.8 million, or 4%, during 2000 when
compared to 1999. Excluding the impact of favorable foreign currency translations, general and
administrative expenses increased 7%. This increase was primarily due to a $9.0 million provision
recorded during the fourth quarter of 2000 for an unsecured loan (see Note D of Notes to
Consolidated Financial Statements), increased provisions for uncollectible auction accounts
receivable, higher facility costs and increased travel and entertainment expenses resulting from the
business environment for consignments discussed above. These increases were partially offset by
lower Internet related expenses.

Depreciation and amortization expense increased $6.4 million, or 37%, during 2000 when
compared to 1999. Excluding the impact of favorable foreign currency translations, depreciation
and amortization expense increased 40%. This increase was primarily due to the commencement of
depreciation on the York Property in the fourth quarter of 1999 and other capltal projects that
were placed in service during 2000.

During 2000, the Company recognized expense of approximately $3.4 million related to the
retention programs for key employees discussed in Note Q of Notes to Consolidated Financial
Statements.

On January 19, 1999, the Company announced its intention to launch sothebys.com, an
Internet auction website for art, antiques, jewelry and collectibles. In July 1999, the Company and
Amazon entered into an agreement to launch a co-branded auction site, sothebys.amazon.com, that
was devoted to the general antiques collector and to the world of collectibles. In the fourth
quarter of 1999, the Company launched sothebys.amazon.com, and in the first quarter of 2000, it
launched sothebys.com.

In November 2000, pursuant to the Amazon Agreement, the activities of sothebys.amazon.com,
the former auction website for the sale of authenticated and guaranteed art and antiques that had
been operated by the Company and Amazon pursuant to a previous co-branded site agreement,
were combined with those of sothebys.com. The agreement provided for Amazon to promote the
sothebys.com website and otherwise provide marketing services related to sothebys.com. Under the
agreement, Amazon shared in the revenues earned on sothebys.com and received additional
performance-based payments. The agreement also provided for releases from any potential claims
related to the operation of sothebys.amazon.com and the purchase by Amazon in July 1999 of the
Company’s Class A Common Stock and warrants to purchase additional shares of the Company’s
Class A Common Stock. The Company determined that $9.5 million of the minimum payments
required under the agreement constituted consideration for the release of these claims and
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recorded its present value of $8.1 million as part of special charges in the third quarter of 2000. In
the fourth quarter of 2001, the Company terminated the Amazon Agreement. (See Notes O and R
of Notes to Consolidated Financial Statements.)

Excluding Internet related restructuring charges of $1.1 million in 2000, Internet related
expenses totaled $56.0 million and $42.3 million for the years ended December 31, 2000 and 1999,
respectively. These expenses primarily include marketing and salaries and related costs. The 32%
increase in Internet related expenses was principally due to higher marketing and salaries and
related costs associated with the launch of sothebys.com and sothebys.amazon.com.

Restructuring Charges—In connection with the implementation of the 2000 Restructuring Plan,
the Company recorded charges of approximately $12.6 million in the fourth quarter of 2000. These
restructuring charges include severance and termination benefits of $7.1 million, asset write-offs of
$3.8 million, lease and contract termination costs of $1.1 million and other restructuring costs of
$0.6 million. During the third quarter of 2001, the Company recorded a $0.7 million reduction in
the liability for the 2000 Restructuring Plan primarily due to severance and termination benefits
that will not be paid as a result of unanticipated employee attrition and redeployment of certain
employees within the Company.

(See Note R of Notes to Consolidated Financial Statements for additional details on the 2000
Restructuring Plan.)

Special Charges—During 2000, the Company recorded special charges of $203.1 million related
to the investigation by the DQOJ, other governmental investigations and the related U.S. Antitrust
Litigation and Shareholder Litigation, as discussed in Part I, Item 3 “Legal Proceedings.” See Note
O of Notes to Consolidated Financial Statements for information on the composition of these
charges.

Net Interest Expense—Net interest expense increased $11.1 million in 2000 compared to 1999.
The increase was primarily the result of increased interest expense principally due to higher
borrowings in 2000, higher interest rates and the amortization of related fees associated with the
Company’s existing credit facility, lower capitalized interest related to the York Property in 2000
and an additional month of interest expense in 2000 related to the bonds issued in February 1999.
The increase in interest expense was partially offset by higher interest income primarily due to
higher average cash balances throughout the year.

Income Taxes—The consolidated effective tax rate was approximately 24% in 2000 compared
to 37% in 1999. The reduction in the effective tax rate was primarily due to the fact that the DOJ
settlement is not tax deductible and only a portion of the U.S. Antitrust Litigation settlement is
tax deductible.

Net (Loss) Income and (Loss) Earnings Per Share—Net loss for 2000 was ($189.7) million
compared to net income of $32.9 million in 1999. Basic and diluted loss per share for 2000 was
($3.22) compared to earnings per share of $0.56 in 1999. The impact of the special charges and the
restructuring charges discussed above on basic and diluted loss per share was ($2.85) per share for
the year ended December 31, 2000. The impact on basic and diluted loss per share related to the
Company’s Internet operating loss, excluding the Internet related restructuring charges discussed
above, was (30.52) per share and (80.44) per share in 2000 and 1999, respectively.

Financial Condition as of December 31, 2001—During 2001, total cash and cash equivalents
increased $53.0 million primarily due to the factors discussed below.

Net cash used by operations was $20.9 million in 2001 and was primarily the result of a net
loss from operations, payments to consignors and an increase in the amounts reserved for retention
payments (see Note Q of Notes to Consolidated Financial Statements), partially offset by
collections on accounts receivable.

Net cash provided by investing activities was $59.3 million in 2001 and was primarily due to
the collection of maturing client loans during 2001, as well as decreased funding of new unsecured
loans. Partially offsetting these cash inflows were capital expenditures of $33.7 million primarily
due to the completion of the construction of the York Property.
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Net cash provided by financing activities was $15.3 million in 2001 and was primarily a result
of short-term borrowings under the Term Facility, as defined below (see Note H of Notes to
Consolidated Financial Statements).

Commitments as of December 31, 2001 —The table below summarizes the Company’s material
contractual obligations and commitments as of December 31, 2001.

Payments Due by Period

Less than 2to3 405 After
Total One Year Years Years 5 Years

(Thousands of dollars)

Principal payments on borrowings:

Short-term borrowings—principal(1)........ $130,000 $130000 $§ — $ — § —
Long-term debt—principal(2) 100,000 — — — 100,000
Sub-total. ...l 230,000 130,000 — — 100,000

Interest payments on borrowings:
Short-term borrowings—interest(1)......... 4278 4,278 — — —
Long-term debt—interest(2)................ 48 698 6,875 13,7750 13,750 14,323
Sub-total............cooiiiit 52,976 11,153 13,750 13,750 14,323

Other commitments:

Operating lease obligations(3).............. 120,718 13,737 23,692 20,265 63,024
Retention programs(4) ...............coon.. 47,300 32,700 14,600 — —
Antitrust fine(5)............. .l 42,000 3,000 12,000 27,000 —
Guarantees to consignors(6)................ 14,757 14,757 — — —
Letters of credit(7)...............o.ooiiht 6,530 6,530 — — —
Employment agreements(8) ................ 5,600 4,200 1,400 — —
Sub-total............coooiii 236,905 74,924 51,692 47,265 63,024
Total ..o $519,881 $216,077 $65,442 $61,015 $177,347

(1) Represents the repayment of principal and approximate interest payments due under the
Amended and Restated Credit Agreement, as discussed below and in Note H of Notes to Con-
solidated Financial Statements.

(2) Represents the repayment of principal and semi-annual interest payments due on the Com-
pany’s long-term debt. (See Note H of Notes to Consolidated Financial Statements.)

(3) See Note J of Notes to Consolidated Financial Statements.
(4) See Note Q of Notes to Consolidated Financial Statements.
(5) See Note O of Notes to Consolidated Financial Statements and Part I, Item 3 “Legal Proceedings.”

(6) On certain occasions, the Company guarantees to the consignor a minimum price in connection
with the sale of property at auction. The Company must perform under its guarantee only in
the event that the property sells for less than the minimum price and, therefore, the Company
must pay the difference between the sale price at auction and the amount of the guarantee (or
if the property does not sell, the amount of the guarantee must be paid). Under certain guar-
antees, the Company is obligated to fund a portion of the guarantee prior to the auction. At
December 31, 2001, $0.7 million had been funded under outstanding guarantees. At February
18, 2002, the Company had outstanding guarantees totaling approximately $44.1 million, of
which $28.7 million had been funded. (See Note P of Notes to Consolidated Financial
Statements.)

(7) The Company’s outstanding letters of credit primarily relate to rental obligations in Europe and
the U.S. (See Note P of Notes to Consolidated Financial Statements.) j

(8) Represents the aggregate commitment for future salaries related to employment agreements
with certain key employees, excluding incentive bonuses and awards in conjunction with the
Company’s retention programs. (See Note P of Notes to Consolidated Financial Statements.)
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Additionally, in certain situations, the Company makes short-term commitments to consignors
to extend additional credit. However, potential consignor advances related to such commitments
are subject to certain limitations and conditions. The total amount of such commitments was $12.8
million as of December 31, 2001. (See Notes D and P of Notes to Consolidated Financial
Statements.)

Liquidity and Capital Resources—The Company generally relies on operating cash flows
supplemented by borrowings to meet its financing requirements. In July 2001, the Company
amended and restated its existing credit agreement (the “Amended and Restated Credit
Agreement”) with an international syndicate of lenders arranged through J.P. Morgan Securities,
Inc. The Amended and Restated Credit Agreement provides for two separate credit facilities
consisting of: (1) a senior secured term facility of $130 million with repayment due on August 11,
2002 (the “Term Facility”) and (2) a senior secured revolving credit facility of up to $120 million
available through July 10, 2002 (the “Revolving Facility”). At December 31, 2001, the Company
had outstanding short-term borrowings of $130 million under the Term Facility. At December 31,
2001, the Company had no outstanding borrowings under the Revolving Facility. (See Note H of
Notes to Consolidated Financial Statements.)

The Company’s obligations under the Amended and Restated Credit Agreement are secured
by substantially all of the assets of the Company and its domestic subsidiaries, including a
mortgage on the York Property. In addition, borrowings by the Company’s U.K. affiliates and Swiss
affiliate are secured by their respective loan portfolios. Borrowings under the Amended and
Restated Credit Agreement may be used for general corporate purposes and generally bear
interest equal to LIBOR plus three percent. The Amended and Restated Credit Agreement also
contains certain financial covenants, including covenants requiring the Company to maintain a
minimum net worth and to meet certain quarterly leverage ratio and interest coverage ratio tests.
Additionally, the Amended and Restated Credit Agreement has a covenant that requires the
Company to limit dividend payments. The Company was in compliance with these financial
covenants as of December 31, 2001.

The Company currently believes that operating cash flows, current cash balances and
borrowings under the Amended and Restated Credit Agreement will be adequate to meet its
operating needs ‘and capital requirements through August 11, 2002. Such operating needs and
capital requirements include peak seasonal working capital requirements, other short-term
commitments to consignors, the potential funding of the Company’s client loan program, capital
expenditures and severance payments related to the Company’s restructuring plans (see Note R of
Notes to Consolidated Financial Statements), as well as the short-term commitments detailed above
including payments due under the Company’s retention programs.

The Term Facility and Revolving Facility under the Company’s Amended and Restated Credit
Agreement are available through August 11, 2002 and July 10, 2002, respectively. On these dates,
the Term Facility and the Revolving Facility will expire and any outstanding borrowings will be
due and payable to the Company’s existing banking group. In order to fund the repayment of any
such outstanding borrowings and to provide for the Company’s long-term operating needs and
capital requirements, as well as to fund the long-term commitments detailed above including the
remaining payments due under the Company’s Antitrust fine, payments due under the Company’s
retention programs and interest payments related to the Company’s long-term debt securities, an
extension, amendment or refinancing of the Amended and Restated Credit Agreement will be
necessary to supplement operating cash flows. Alternatively, the Company believes that it has other
options available for capital resources, including, but not limited to, various types of debt
instruments with varying maturities, the issuance of new equity or convertible securities, a
sale-leaseback of the York Property, the sale of certain other corporate assets or operating units
and the collection of client loans. The Company currently believes it will secure adequate
long-term funding or satisfy its liquidity needs pursuant to one of the other options stated above
prior to the expiration of the Amended and Restated Credit Agreement. If the Company were
unable to obtain such funding, this would have a material adverse effect on the Company’s
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business, results of operations and/or financial condition. (See statement on Forward Looking
Statements.)

Risk Factors Affecting Operating Revenues and Liquidity—OQOperating revenues from the
Company’s Auction, Finance and Real Estate operating segments, as well as the Company’s
liquidity, are significantly influenced by a number of factors not within the Company’s control,
including:

(1) The overall strength of the international economy and financial markets and, in particular,
the economies of the U.S., the U.K., and the major countries or territories of Continental
Europe and Asia (principally Japan and Hong Kong);

(2) Interest rates;

(3) Political conditions in various nations;

(4) The presence of export and exchange controls;

{5) Competition with other auctioneers and art dealers;

(6) The amount of quality property being consigned to art auction houses (and, in particular,
the number of single-owner sales consignments);

(7) The level of guarantees or the terms of other financial options offered by other auction
houses;

(8) The success of the Company in attracting and retaining qualified personnel;
(9) The demand for art-related financing; and
(10) The demand for luxury residential real estate.

Critical Accounting Policies and Estimates—The Company’s discussion and analysis of its
financial condition and results of operations are based upon the Company’s Consolidated Financial
Statements, which have been prepared in accordance with accounting principles generally accepted
in the U.S. The preparation of these financial statements requires the Company to make estimates
and judgments that affect the reported amounts of assets, liabilities, revenues and expenses, and
related disclosure of contingent assets and liabilities. The Company believes the following critical
accounting policies and estimates significantly affect the amounts recorded in its Consolidated
Financial Statements: ’

(1) The Company maintains allowances for doubtful accounts primarily related to auction
accounts receivable. Such allowances are established for specific accounts receivable
balances that management believes may not be collectible. A reserve is also established for
probable losses inherent in the remainder of the accounts receivable balance based on
historical collections data. If the financial condition of the Company’s clients were to
deteriorate, additional allowances would be required. (See Notes B and D of Notes to
Consolidated Financial Statements.)

(2) The Company maintains allowances for credit losses related to its client loan portfolio.

Secured loans which may not be collectible are analyzed based on the current estimated

realizable value of the collateral securing each loan. The Company establishes reserves for

such secured loans that management believes are under-collateralized, and with respect to

which, the under-collateralized amount may not be collectible from the borrower. To the

extent that the Company is looking wholly or partially to the collateral for repayment of

its loans, repayment can be adversely impacted by a decline in the art market in general

or in the value of the particular collateral. In addition, in situations where the borrower ;
becomes subject to bankruptcy or insolvency laws, the Company’s ability to realize on its

collateral may be limited or delayed by the application of such laws. (See Notes B and D Q
of Notes to Consolidated Financial Statements.) ]}

Unsecured loans are analyzed based on management’s estimate of the current collectibility
of each loan. A reserve is established for probable losses inherent in the remainder of the
loan portfolio based on historical data and current market conditions. If the financial
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condition of the Company’s clients were to deteriorate, additional allowances would be
required. (See Notes B and D of Notes to Consolidated Financial Statements.)

(3) The carrying value of the Company’s investment in AMA is based on management’s
estimate of the fair value of the underlying inventory of fine art owned by AMA. If the
market value of this inventory were to decline, an allowance would be required to reduce
the carrying value of the Company’s investment in AMA. (See Note F of Notes to
Consolidated Financial Statements.)

(4) The Company records a valuation allowance to reduce its deferred tax assets to the
amount that is more likely than not to be realized. While the Company has considered
future taxable income and ongoing prudent and feasible tax planning strategies in assessing
the need for the valuation allowance, in the event the Company were to determine that it
would be able to realize its deferred tax assets in the future in excess of its net recorded
amount, an adjustment to the deferred tax asset would increase income in the period such
determination was made. Likewise, should the Company determine that it would not be
able to realize all or part of its net deferred tax asset in the future, an adjustment to the
deferred tax asset would be charged to income in the period such determination was
made. (See Notes B and I of Notes to Consolidated Financial Statements.)

(5) Included in the Company’s net restructuring charges are estimates for severance and
employee termination benefits, as well as for the write-off of certain impaired assets.
When actual results differ from the estimates made by management, the Company adjusts
the restructuring liability in its Consolidated Financial Statements. Any adjustment
impacting earnings is recorded within restructuring charges in the Company’s Consolidated
Statements of Income. (See Note R of Notes to Consolidated Financial Statements.)

(6) The Company records a loss contingency if it is probable that a liability has been incurred
at the date of the financial statements and the amount of the loss can be reasonably
estimated. The Company bases its estimates for loss contingencies on various assumptions
that are believed to be reasonable under the circumstances. When actual results differ
from the estimates made by management, the Company adjusts the related liability in its
Consolidated Financial Statements. Any adjustment impacting earnings is recorded within
the same line item where it was originally recorded in the Company’s Consolidated
Statements of Income. (See Notes O and P of Notes to Consolidated Financial
Statements.)

Quantitative and Qualitative Disclosure About Market Risk—The Company continually
evaluates its market risk associated with its financial instruments and forward exchange contracts
during the course of its business. The Company’s financial instruments include cash and cash
equivalents, notes receivable, consignor advances, short-term borrowings and long-term debt. The
Company believes that its interest rate risk is minimal as a hypothetical 10% increase or decrease
in interest rates is immaterial to the Company’s cash flow, earnings and fair value related to
financial instruments. (See statement on Forward Looking Statements.)

The Company enters into forward exchange contracts to hedge foreign currency transactions.
The Company’s forward exchange contracts do not subject the Company to material risk from
exchange rate movements because gains and losses on such contracts substantially offset gains and
losses on the assets or transactions being hedged. The Company is exposed to credit-related losses
in the event of nonperformance by counterparties to forward exchange contracts, but the Company
does not expect any counterparties to fail to meet their obligations given their high credit ratings.
At December 31, 2001, all of the Company’s forward exchange contracts were with one
counterparty. At December 31, 2001, the Company had $12.7 million of notional value forward
currency exchange contracts outstanding. Notional amounts do not quantify risk or represent assets
or liabilities of the Company, but are used in the calculation of cash settlements under contracts.
The Company’s Consolidated Balance Sheet at December 31, 2001 includes a nominal asset
recorded within other current assets reflecting the fair value of these contracts. See Note N of
Notes to Consolidated Financial Statements for additional information on the Company’s use of
derivatives.
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At December 31, 2001, a hypothetical 10% strengthening or weakening of the U.S. dollar
relative to all other currencies would result in a decrease or increase in cash flow of approximately
$7.0 million. (See statement on Forward Looking Statements.)

Future Impact of Recently Issued Accounting Standards—In June 2001, the Financial
Accounting Standards Board (“FASB”) issued SFAS No. 141, “Business Combinations,” and SFAS
No. 142, “Goodwill and Other Intangible Assets.” SFAS No. 141 requires that all business
combinations initiated after June 30, 2001 be accounted for under the purchase method. SFAS No.
141 superseded APB Opinion No. 16, “Business Combinations,” and SFAS No. 38, “Accounting
for Preacquisition Contingencies of Purchased Enterprises.” SFAS No. 142 updates accounting and
reporting standards for acquired goodwill and other intangible assets. Under SFAS No. 142, the
Company is no longer required to amortize goodwill and other intangible assets with indefinite
lives, but will be required to subject these assets to periodic testing for impairment. Goodwill
amortization expense for the Company totaled approximately $0.9 million in 2001. SFAS No. 142
supersedes APB Opinion No. 17, “Intangible Assets.” The Company adopted SFAS No. 142 on
January 1, 2002.

In October 2001, the FASB issued SFAS No. 144, “Accounting for the Impairment or {
Disposal of Long-Lived Assets.” SFAS No. 144 establishes a single accounting model for the
impairment or disposal of long-lived assets and new standards for reporting discontinued
operations. SFAS No. 144 supersedes SFAS No. 121, “Accounting for the Impairment of Long-
Lived Assets and for Long-Lived Assets to Be Disposed Of,” and APB Opinion No. 30,
“Reporting the Results of Operations—Reporting the Effects of Disposal of a Segment of a
Business, and Extraordinary, Unusual and Infrequently Occurring Events and Transactions.” The
Company adopted SFAS No. 144 on January 1, 2002. The Company does not currently expect the
adoption of SFAS No. 144 to have a material impact on its results of operations and financial
position.

European Monetary Union—The European Monetary Unit (the “euro”) was introduced on
January 1, 1999 as a wholesale currency. The eleven participating European Monetary Union
member countries established fixed conversion rates between their existing currencies and the euro.
On January 1, 2002, the existing currencies of European Monetary Union member countries were
cancelled and euro bills and coins are now being used for cash transactions in the participating
countries.

The Company’s financial and cash management operations affected by the euro conversion
were adequately prepared for its introduction. The Company’s management will continue to
analyze the potential business implications of converting to a common currency. The Company is
currently unable to determine the ultimate impact, if any, of the euro conversion on its operations
given that the impact will be dependent upon the competitive situations that exist in the various
regional markets in which the Company participates. (See statement on Forward Looking
Statements.)

Forward Looking Statements—This Form 10-K contains certain forward looking statements, as
such term is defined in Section 21E of the Securities Exchange Act of 1934, as amended, relating
to future events and the financial performance of the Company, particularly with respect to the
Company’s liquidity and capital resources. Such statements are only predictions and involve risks
and uncertainties, resulting in the possibility that the actual events or performance will differ
materially from such predictions. Major factors which the Company believes could cause the actual ‘
results to differ materially from the predicted results in the forward-looking statements include, but i
are not limited to, the following, which are not ranked in any particular order:

(1) The factors listed under “Risk Factors Affecting Operating Revenues and Liquidity”
above;

(2) The Company’s business is seasonal, with peak revenues and operating income primarily
occurring in the second and fourth quarters of each year as a result of the traditional
spring and fall art auction season;
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(3) The final resolution of various antitrust matters including the appeal of the settlement of
the U.S. Antitrust Litigation, the appeal of the dismissal of the International Antitrust
Litigation, the threatened litigation by one of the parties that opted out of the class
action settlement in the U.S. Antitrust Litigation and the European Commission
investigation regarding commissions charged by the Company and Christie’s for auction
services;

(4) The successful implementation of the euro in connection with the European Monetary
Union;

(5) The Company’s success in developing and implementing its Internet auction strategy;
\ (6) The effects of market risk;

(7) The extension or refinancing of the Amended and Restated Credit Agreement or the
ability to obtain other long-term funding;

(8) The successful implementation of the Company’s restructuring plans and

(9) Market acceptance of the proposed revisions to the Company’s existing commission rates
and structures.

Item TA. Quantitative and Qualitative Disclosures Abour Marker Risk

See the discussion under this caption contained in Item 7.
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Item 8. Financial Statements and Supplementary Data

INDEPENDENT AUDITORS REPORT

To the Directors and Shareholders of
SOTHEBY’S HOLDINGS, INC.
New York, New York

We have audited the accompanying consolidated balance sheets of Sotheby’s Holdings, Inc.
and subsidiaries as of December 31, 2001 and 2000, and the related consolidated statements of
income, cash flows and changes in shareholders’ equity for each of the three years in the period
ended December 31, 2001. These financial statements are the responsibility of the Company’s ,
management. Our responsibility is to express an opinion on the financial statements based on our
audits.

We conducted our audits in accordance with auditing standards generally accepted in the
United States of America. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement. An
audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements. An audit also includes assessing the accounting principles used and significant I
estimates made by management, as well as evaluating the overall financial statement presentation.
We believe that our audits provide a reasonable basis for our opinion.

In our opinion, such consolidated financial statements present fairly, in all material respects,
the financial position of Sothebys Holdings, Inc. and subsidiaries as of December 31, 2001 and
2000, and the results of their operations and their cash flows for each of the three years in the
period ended December 31, 2001, in conformity with accounting principles generally accepted in
the United States of America.

/s/ DELOITTE & TOUCHE LLP

DEeLOITTE & ToUCHE LLP
New York, New York
February 18, 2002
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Revenues (note B)

SOTHEBY’S HOLDINGS, INC.
CONSOLIDATED STATEMENTS OF INCOME

Year Ended December 31,

2001

2000 1599

(Thousands of dellars,

except

per share data)

Auction and related........... .o i . $286,513  §$ 336,027 $390,101
Other ..o 49,650 61,761 52,484

Total TEVENUES . . .. v it e e 336,163 397,788 442 585

Expenses:

Direct costs of services (note B) .......ocoviiiiiiiiiiiin.., 63,695 81,971 85,563
Salaries and related costs (notes Kand L).................... 159,575 179,378 159,686
General and administrative (note J) ............... ..ol 98,403 130,500 125,711
Depreciation and amortization (notes B and G) .............. 25,456 23,891 17,452
Retention costs (note Q) ....oovniiiiiiiii i 19,754 3,428 —
Net restructuring charges (note R)........ocoiviiiviiiint, 16,532 12,634 —
Special charges (note O).......c.oiiiiiiiiii i 2,519 203,069 —

Total eXpenses. ... ... 385,934 634,871 388,412
Operating (10SS) INCOME. ... ..ottt (49,771) (237,083) 54,173
Interest IMCOMIE . ..ottt it e ettt ieeaeans 4,756 6,425 4,373
Interest expense (note H). ...t (26,431)  (18,760) (5,589)
Other EXPEISE . .v vttt ettt e et (100) (709) (807)
(Loss) income before taxes ...........oveiiiiiiiiiiieneinans (71,546)  (250,127) 52,150
Income tax (benefit) expense (note 1)......................... (29.850) _ (60,433) 19,296
Net (10S8) IHCOME . ..o vvvnvtei ettt et e $(41,696) $(189,694) § 32,854
Basic (loss) earnings per share (note B) ...................... § (069 $ (322) § 0.57
Diluted (loss) earnings per share (note B) .................... $ (069 $§ (322) § 0.56
Dividends per share....... ... it $ — $ — § 040

See accompanying Notes to Consolidated Financial Statements
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SOTHEBY’S HOLDINGS, INC.
CONSOLIDATED BALANCE SHEETS

ASSETS
Current Assets:
Cash and cash equivalents (note B) ........ ..ottt e

Receivables, net of allowance for doubtful accounts and credit losses of
$11,115 and $22,935 (note D)

Accounts receivable ... ... e
Notes receivable and consignor advances ............ccovvreiiiinnianennn..
Settlement recovery—related party (note O).............viiiiiiiiiiiinn..

Total receivables, Mt ...ttt ittt ettt e

Inventory, net (note E) .. ..ot e
Income tax receivable (note I} ....... ..o
Deferred income taxes (note I) ...t
Prepaid expenses and other current assets (notes L and N) ......................

Total CUITENt ASSELS. ..\ttt ettt ettt et i

Non-Current Assets:
Notes receivable (NOte D). ..ottt e e e

Properties, less allowance for depreciation and amortization of $85,465 and
$78,379 (MOt G) oottt et e

Intangible assets, less allowance for amortization of $17,001 and $16,710 (note B)

Investments (NOte F) ... ...t i e e e
Deferred income taxes (note I) . ...t i e e
L 11 1 T3 g 111 P

T0ta] AS8EES vttt ittt

LIABILITIES AND SHAREHOQLDERS’ EQUITY
Current Liabilities:
Due to consignors (note D) ... ...t
Short-term borrowings (note H) ...
Accounts payable and accrued liabilities (note R) ...t
Deferred revenues ... ...o.vinnit it e e
Accrued income taxes (note I) ... ... oo
Deferred income taxes (note I} ..ot i e
Short-term settlement liability (note O) . ......coviiiiiii i iiiiaens
Total current liabilities ...t i e
Long-Term Liabilities:
Long-term debt (note H) ...... .ot e
Deferred income taxes (note I) ........ooiuiuiuiiiini e
Long-term settlement lability (note O) .........c it
Other labilities . ... ... e

Total Habilities . ..o or i e

Shareholders’ Equity (note K):
Common Stock, $0.10 par value ...
Authorized shares—125,000,000 of Class A and 75,000,000 of Class B issued and
outstanding shares—44 756,146, and 42 ,492,386 of Class A and 16,549,650 of
Class B at December 31, 2001 and December 31, 2000, respectively

Additional paid-in capital ......... .
Retained (deficit) earnings ..........c.ouiuiini i
Accumulated other comprehensive loss ........... ... ... i

Total shareholders” equity ...... ... ..o
Total liabilities and shareholders’ equity............... ...t

As of December 31,

2001

2000

(Thousands of dellars)

$107,58 $ 54,625
222,108 313,412
98,609 156,228
— 106,000
320,717 575,640
11,546 14,022
— 7374
38,441 47,954
33,034 30,906
511324 730,521
2210 35,951
250,343 248,066
17,266 22,647
31,924 33,837
48,804 4,963
2,240 2,126
$864,111  $1,078,111
$197,348 $ 273,380
130,000 116,000
128,903 134,160
5,058 5,485
13,517 —
— 3,660
376 158,321
475202 691,006
99,398 99,334
— 1,882
83,246 79,506
20,395 18,329
678,241 890,057
6,131 5,906
199,645 158,424
(3,129) 38,567
(16777)  (14,843)
185,870 188,054
$864,111  $1,078,111

See accompanying Notes to Consolidated Financial Statements
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SOCTHEBY’S HOLDINGS, INC.

CONRSOLIDATED STATEMENTS OF CASH FLOWS

\ Year Ended December 31,
2001 2000 1999
(Thousands of dollars)

Operating Activities:
Net (108S) INCOME .t v vt ett ettt et a e e enes $ (41,696) $(189,694) $ 32,854
Adjustments to reconcile net (loss) income to net cash used by
operating activities:

Depreciation and amortization ...........c...cooiiiiiionn.. 25,456 23,891 17,452
Stock compensation eXPense ..............eueieiiiieiiennnn. — (1,416) (5,851)
Deferred income taxes .........o.vueieieinineieeniiinennenn, (39,824)  (43,576) .
Tax benefit of stock option exercises........................ 70 270 2,450
ASSEt PIOVISIONS ... t'ttt ettt e ie iy 1,946 17,642 2,127
Asset WIIte-0ffS . .. ..t e 7,043 3,625 —
Other ..o e 3,283 (1,270) —
‘ Changes in assets and liabilities:
) Decrease (increase) in accounts receivable .................. 87,549 178,500  (198,539)
! Settlement recovery—related party............oviiiiininnn 106,000  (106,000) —
Decrease (increase) in inventory .............cooevvvvnennnn. 1,413 4,946 (4,105)
i (Increase) decrease in prepaid expenses and other current
ASSEES Lottt (2,338) (13,140) 4,556
Decrease (increase) in intangible and other long-term assets 606 (798) 3,179
(Decrease) increase in short-term and long-term settlement
| Habilities ... ...t e e (117,906) 237,827 —
- (Decrease) increase in due to consignors.................... (73,137)  (150,895) 136,503
Increase (decrease) in accrued income taxes................. 20,912 (27,739) (17,984)
(Decrease) increase in accounts payable and accrued
liabilities and other liabilities ........................ ..., (276) 24,794 17,973
Net cash used by operating activities ................... (20,899) (43,033) (2,884)
Investing Activities:
Increase in notes receivable .......... ... ..o it (73326)  (159,323) (164,003)
Collections of notes receivable ........ ... it 164,028 144,000 128,070
Capital expenditures ........ ... (33,683)  (47,635) (120,691)
Decrease (increase) in InVeStmMEnts ..........o.vvveevevninnnnene. 2,297 (496) 755
Acquisitions, net of cash acquired ................ ... il — — (750)
Net cash provided (used) by investing activities......... 59,316 (63,454) (156,619)

Financing Activities:
Proceeds from issuance of short-term borrowings and long-term

debt .o 299,000 250,655 98,174
Payments for short-term borrowings ................. ... ...l (285,000)  (134,893) —
Proceeds from issuance of common stock........................ — — 35,440
Proceeds from issuance of warrant to purchase stock ............ — — 10,000
4 Proceeds from exercise of stock options ......................... 1,327 2,428 10,163
§ Dividends paid. ..ot — — (23,976)
Net cash provided by financing activities................ 15,327 118,190 129,801
Effect of exchange rate changes oncash ........................ (783) 603 783
Increase (decrease) in cash and cash equivalents................. 52,961 12,306 (28,919)
Cash and cash equivalents at beginning of period................ 54,625 42,319 71,238
Cash and cash equivalents at end of period ..................... $ 107,586 $ 54,625 §$ 42319
. Non-Cash Activities:

N Issuance of common stock related to Shareholder Litigation
A SettlemMEnt . ... e $ 40,000 § — 3 —
Capital asset and lease obligation additions ................. $ — 3 — $ 12323

See accompanying Notes to Consolidated Financial Statements
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SOTHEBY’S HOLDINGS, INC.
CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS® EQUITY

Accumulated
Additional Other
Comprehensive  Commeon Paid-In Retained Comprehensive
Income Stock Capital Earnings Laoss
(Thousands of deollars)
Balance at January 1, 1999................. $5,715  $104,093 §$ 219,383 $ (9,517)
Comprehensive income:
Netincome ....ooovvviiineiinnnn... $ 32,854 32,854
Other comprehensive loss, net of tax—
Foreign currency translation....... (3,710) (3,710)
Comprehensive income ..................... 29,144
Stock options exercised .................... 68 9,568
Tax benefit associated with exercise of
stock options. ...l 2,450
Issuance of common stock ................. 100 35,340 !
Issuance of warrant to purchase common
StOCK . o 10,000
Shares issued to directors .................. 1 526 [
Stock compensation expense (note K)...... (5,851)
Dividends .......ooviiiiiiiii i (23,976)
Balance at December 31, 1999 ............. $5,884 $156,126 § 228,261 $(13,227)
Comprehensive loss:
Netloss ..o, $(189,694) (189,694)
Other comprehensive loss, net of tax—
Foreign currency translation....... (1,616) (1,616)
Comprehensive 10ss ...............oooen.. (191,310)
Stock options exercised .................... 21 2,870
Tax benefit associated with exercise of
stock options. ..........coiiiiiiiiiiia., 270
Shares issued to directors .................. 1 574
Stock compensation expense
(notes Kand O)...........coociiiont (1,416)
Balance at December 31, 2000 ............. $5906 $158,424 § 38,567 $(14,843)
Comprehensive loss:
Net loss «o.oniniiiiii i $ (41,696) (41,696)
Other comprehensive loss, net of tax—
Foreign currency translation....... (1,934) (1,934)
Comprehensive 10ss ...........ooivviin. ... (43,630)
Stock options exercised .................... 4 860
Tax benefit associated with exercise of
StOCK OptioNS. . ....vvvvt v, 70
Issuance of common stock—Shareholder
Litigation settlement (notes K and O) ... 220 39,780
Shares issued to directors .................. 1 511
Balance at December 31, 2001 ............. $6,131  $199,645 $ (3,129)  $(16,777)

See accompanying Notes to Consolidated Financial Statements
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Note A—Qrganization and Business

The Company conducts live and Internet auctions and private sales of fine arts, decorative
arts, jewelry and rare books. Auction activities occur primarily in New York and London, but are
also conducted elsewhere in Europe, Asia and Australia. In addition, the Company brokers and
markets luxury residential real estate sales, conducts art-related financing activities and is engaged,
to a lesser extent, in fine art insurance brokerage and art education activities.

Note B—Summary of Significant Accounting Policies

Principles of Consolidation—The Consolidated Financial Statements include the accounts of
Sotheby’s Holdings, Inc. and its wholly owned subsidiaries. The Company uses the equity method
to account for its investments in Acquavella Modern Art (“AMA”) and other affiliates as it does
not control these entities (see Note F).

Revenue Recognition—Auction and related revenues, which primarily includes buyer’s
premium and vendor’s commission revenues earned on the hammer price of property sold at
auction (“Auction Sales”), are recognized at the date of sale less estimates for allowances. Also
included in auction and related revenues are subscription revenues, revenues earned from principal
activities and private treaty revenues. Subscription revenues are earned from the sale of auction
catalogues and are recognized over the twelve-month period of the subscription from the date that
payment is received. Principal activities consist of net gains (losses) on sales of inventory, the
Company’s share of operating earnings (losses) from its investment in AMA (see Note F), net
income (loss) earned from guarantees and the net gains (losses) related to the sales of loan
collateral where the Company shares in the gain (loss) if the property sells either above or below
its cost. Private treaty revenues are earned through the brokering of art and collectible purchases
and sales and are recognized when an agreement with the purchaser is finalized and the Company
has fulfilled its obligations with respect to the transaction.

Other revenues consist principally of revenues from real estate brokerage operations and art-
related financing activities. Other revenues are recognized at the time service is rendered.
Revenues from the Real Estate segment are reported net of commission payments to independent
contractors.

Direct Costs of Services—Direct costs of services, which primarily include the costs of
obtaining and marketing property for auctions, are generally expensed at the date of sale.

Cash Equivalents—Cash equivalents are liquid investments comprised primarily of bank and
time deposits with an original maturity of three months or less. These investments are carried at
cost, which approximates fair value.

Properties—Properties, consisting primarily of buildings and improvements, leaseholds and
leasehold improvements, computer hardware and software, furniture and fixtures and equipment,
are stated at cost less accumulated depreciation and amortization. Depreciation is computed
principally using the straight-line method over the assets’ estimated useful lives. Leaseholds and
leasehold improvements are amortized using the straight-line method over the lesser of the life of
the lease or the estimated useful life of the improvement. Computer software consists of the
capitalized cost of purchased computer software, as well as direct external and internal computer
software development costs incurred subsequent to the preliminary stage of development. These
costs are amortized on a straight-line basis over the estimated useful life of the software.

The Company capitalizes interest on projects when construction requires a period of time to
get the assets ready for their intended use. Capitalized interest is allocated to properties once
placed in service and amortized over the life of the related assets. Capitalized interest totaled
approximately $0.6 million, $1.2 million and $2.8 million in 2001, 2000 and 1999, respectively.

Repairs and maintenance costs are expensed as incurred and are included in general and
administrative expenses.
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Financial Instruments—The carrying amounts of cash and cash equivalents, notes receivable,
consignor advances and short-term borrowings are a reasonable estimate of their fair value due to
the variable interest rates associated with each of these financial instruments.

The fair value of the Company’s long-term debt was approximately $80.3 million as of y
December 31, 2001.

Derivatives—On January 1, 2001, the Company adopted Statement of Financial Accounting
Standards (“SFAS”) No. 133, which establishes accounting and reporting standards for derivative
instruments, including certain derivative instruments embedded in other contracts, and for hedging
activities. The Company primarily utilizes forward exchange contracts to manage exposures related
to foreign currency risks, which mostly arise from foreign currency denominated intercompany
balances. Such contracts are typically short-term with settlement dates no more than one month
from their inception. The Company’s forward exchange contracts are not designated as hedging
instruments under SFAS No. 133 and are recorded on the Company’s Consolidated Balance Sheet
at fair value with any changes in their fair value being recognized currently in earnings. (See
Note N.)

Inventory—Inventory consists principally of objects purchased for investment purposes, as well
as objects obtained incidental to the auction process (see Note E). Inventory is valued at the
lower of cost or management’s estimate of net realizable value.

Allowance for Loan Losses—The Company regularly reviews its loan portfolio. Secured loans
which may not be collectible are analyzed based on the current estimated realizable value of the
collateral securing each loan. The Company establishes reserves for such secured loans that
management believes are under-collateralized, and with respect to which, the under-collateralized
amount may not be collectible from the borrower. Unsecured loans are analyzed based on
management’s estimate of the current collectibility of each loan. A reserve is established for
probable losses inherent in the remainder of the loan portfolio based on historical data and
current market conditions.

Allowance for Doubtful Accounts—The Company maintains allowances for doubtful accounts
primarily related to auction accounts receivable. Such allowances are established for specific
accounts receivable balances that management believes may not be collectible. A reserve is also
established for probable losses inherent in the remainder of the accounts receivable balance based
on historical collections data.

Intangible Assets—Intangible assets primarily consist of goodwill. Prior to January 1, 2002,
goodwill was amortized on a straight-line basis over useful lives ranging from fifteen to forty years.
As discussed below, on January 1, 2002, the Company adopted SFAS No. 142, “Goodwill and
Other Intangible Assets.”

Impairment of Long-Lived Assets—Long-lived assets are reviewed for impairment whenever
events or changes in circumstances indicate that the carrying amount of the asset may not be
recoverable. In such situations, long-lived assets are considered impaired when estimated future
cash flows (undiscounted and without interest charges) resulting from the use of the asset and its
eventual disposition are less than the asset’s carrying amount. As discussed below, on January 1,
2002, the Company adopted SFAS No. 144, “Accounting for the Impairment or Disposal of Long-
Lived Assets.” '

Earnings (Loss) Per Share—Basic earnings (loss) per share is calculated by dividing net
income (loss) by the weighted average number of outstanding shares of common stock. In 1999,
diluted earnings per share was calculated by dividing net income by the weighted average number
of shares of common stock and common stock equivalents, such as stock options. Since the
Company reported a net loss in 2001 and 2000, stock options were excluded from the calculation
of the weighted average number of shares in those years, as they would be anti-dilutive. The
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weighted average number of shares used for calculating basic and diluted earnings (loss) per share
are as follows:

2001 2000 - 1999

_(]In m«»ns)_
Basic ... 60.7 3589 581
Dilutive effect of options ..o - _— 10
Diluted ... 60.7 589 591

||
|
\I

There were no reconciling items between net income (loss) for basic and diluted earnings
(loss) per share.

Foreign Currency Translation—Assets and liabilities of foreign subsidiaries are translated at
year-end exchange rates. Income statement amounts are translated using weighted average monthly
exchange rates during the year. Gains and losses resulting from translating foreign currency
financial statements are recorded in accumulated other comprehensive income (loss) until the
subsidiary is sold or liquidated.

Stock-Based Compensation—The Company accounts for stock-based compensation in
accordance with Accounting Principles Board Opinion (“APB”) No. 25, “Accounting for Stock
Issued to Employees.” Accordingly, pro forma net income (loss) and earnings (loss) per share
information is presented in Note K as required under SFAS No. 123, “Accounting for Stock-Based
Compensation.”

Valuation Allowance for Deferred Tax Assets—The Company records a valuation allowance to
reduce its deferred tax assets to the amount that is more likely than not to be realized.

Reclassifications—Certain amounts in the 2000 Consolidated Financial Statements have been
reclassified to-conform with the current year presentation.

Use of Estimates—The preparation of consolidated financial statements in conformity with
generally accepted accounting principles requires management to make estimates and assumptions
that affect the reported amounts of assets and liabilities and disclosure of contingent assets and
liabilities at the date of the financial statements and the reported amounts of revenues and
expenses during the reporting period. Actual results could differ from those estimates.

Comprehensive Income (Loss)—SFAS No. 130, “Reporting Comprehensive Income,” requires
certain transactions to be included as adjustments to net income (loss) in order to report
comprehensive income (loss). The Company’s comprehensive income (loss) includes the net income
(loss) for the period, as well as other comprehensive income (loss). Other comprehensive income
(loss) consists of the change in the foreign currency translation adjustment amount during the
period and is reported in the Consolidated Statement of Changes in Shareholders’ Equity. The
foreign currency translation adjustment amount is included in accumulated other comprehensive
income (loss) in the Consolidated Balance Sheets.

Recently Issued Accounting Standards—In June 2001, the Financial Accounting Standards
Board (the “FASB”) issued SFAS No. 141, “Business Combinations,” and SFAS No. 142,
“Goodwill and Other Intangible Assets.” SFAS No. 141 requires that all business combinations
initiated after June 30, 2001 be accounted for under the purchase method. SFAS No. 141
superseded APB Opinion No. 16, “Business Combinations,” and SFAS No. 38, “Accounting for
Preacquisition Contingencies of Purchased Enterprises.” SFAS No. 142 updates accounting and
reporting standards for acquired goodwill and other intangible assets. Under SFAS No. 142, the
Company is no longer required to amortize goodwill and other intangible assets with indefinite
lives, but will be required to subject these assets to periodic testing for impairment. Goodwill
amortization expense for the Company totaled approximately $0.9 million in 2001. SFAS No. 142
supersedes APB Opinion No. 17, “Intangible Assets.” The Company adopted SFAS No. 142 on
January 1, 2002. '

In October 2001, the FASB issued SFAS No. 144, “Accounting for the Impairment or
Disposal of Long-Lived Assets.” SFAS No. 144 establishes a single accounting model for the
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impairment or disposal of long-lived assets and new standards for reporting discontinued
operations. SFAS No. 144 supersedes SFAS No. 121, “Accounting for the Impairment of Long-
Lived Assets and for Long-Lived Assets to Be Disposed Of,” and APB Opinion No. 30,
“Reporting the Results of Operations—Reporting the Effects of Disposal of a Segment of a
Business, and Extraordinary, Unusual and Infrequently Occurring Events and Transactions.” The
Company adopted SFAS No. 144 on January 1, 2002. The Company does not currently expect the
adoption of SFAS No. 144 to have a material impact on its results of operations and financial
position. '

Note C—Segment Reporting

The Company has three reportable operating segments consisting of Auction, Real Estate and
Finance. These operating segments are strategic business units that offer different services. They
are managed separately because each business requires different resources and strategies. The
Company’s chief operating decision making group, which is comprised of the Chief Executive
Officer and the senior executives of each of the Company’s operating segments, regularly evaluates
financial information about these operating segments in deciding how to allocate resources and in
assessing performance. The performance of each operating segment is measured based on its profit
or loss from operations before income taxes and excluding special charges (see Note O), costs
related to the Company’s retention programs (see Note Q) and net restructuring charges (see
Note R).

The Auction segment is an aggregation of operations in North America, Europe and Asia as
they are similar in service, customers and the way in which the service is provided. The Auction
segment conducts both live and Internet auctions of property in which the Company generally
functions as an agent accepting property on consignment from its selling clients. In addition to
auctioneering, the Auction segment is engaged in a number of related activities including the
purchase and resale of art and other collectibles and the brokering of art collectible purchases and
sales through private treaty sales. The Real Estate segment provides brokerage, marketing and
consulting services for luxury residential, resort, farm and ranch properties nationally and
internationally. The Finance segment provides art-related financing generally secured by works of
art that the Company either has in its possession or that the Company permits the borrower to
possess (see Note D). Other primarily includes art education and restoration activities.

The accounting policies of the segments are the same as those described in the summary of
significant accounting policies (see Note B). Revenues are attributed to geographic areas based on
the location of the actual sale. All amounts in the tables below are in thousands of dollars.

For the year ended December 31, 2001:

Auction Real Estate Finance Other Total
Revenues .........oovvvvevinnninnnnnn., $286,513  $33,176  $11,303 $ 5,171 $336,163
Interest income ....................... 14,338 12 — 59 14,409
Interest expense ...................... 23,197 1 307 —_ 23,505 1
Depreciation and amortization ........ 22,874 2,398 — 184 25,456 ;
Segment (loss)/profit.................. (31,105) 3,598 (931 (1,377)  (29,815) ‘
For the year ended December 31, 2000:

Auction Real Estate  Finmamce Other Total ;
Revenues ........covvvvviiinnennnnnn.. $336,027  $37,329  $17459 $ 6,973 $397,788 :
Interest income ....................... 20,767 . 25 — 64 20,856
Interest expense .................o..ee. 18,288 — 307 — 18,595
Depreciation and amortization ........ 21,703 1,864 — 324 23,891
Segment (loss)/profit .................. (39,741) 9,812 56 (958) (30,831)
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]For the year ended December 31, 1999:

Auction Real Estate Finance Other Total
Revenues ................coivviiiin.. $390,101  $30,264  $14,804 $7.416 $442,585
Interest income ........................ 13,109 24 1 58 13,192
Interest expense ....................... 5,573 — 16 — 5,589
Depreciation and amortization......... 15,673 1,389 — 390 17,452
Segment profit/(loss) ................... 43,015 6,570 3,283 (718) 52,150

The following is a reconciliation of the totals reported for the Company’s reportable operating
segments to the applicable line items in the Consolidated Statements of Income:

For the year ended December 31,

2001 2000 1999
Revenues:
Total revenues for reportable operating segments .... $330,992 §$ 390,815 $435,169
Other TeVenUES .....oviieiie ittt eeaiianaannes 5,171 6,973 7,416
Total consolidated revenues ..................co.uee. $336,163  $ 397,788 $442,585
(Loss) profit:
Total (loss) profit for reportable segments ........... $(28,438) §$ (29,873) $ 52,868
Other 108S. ... vvi i e (1,377) (958) (718)
Unallocated amounts:
Retention costs (see note Q) ............c.o.u... (19,754) (3.428) —
Special charges (see note Q) .................... (2,519)  (203,069) —
Net restructuring charges (see note R) .......... (16,532)  (12,634) —
Amortization of discount related to Antitrust
fine and Amazon settlement (see note O)..... (2,926) (165) —
Consolidated (loss) income before taxes.............. $(71,546) $(250,127) $ 52,150
Other significant items:
Reconciling
Segment Totals Items Consolidated Total
2001
Interest INCOME . .. ..ovvveniriirennnenan.n. $14,409 $ (9,653)(1) $ 4,756
e INtEFESt EXPENSE ..o vvvveereeneeeenennns 23,505 2,926 (2) 26,431
) 2000
- Interest INCOME .. ...vnvntnieenininiennn.n. $20,856 $(14,431)(1) $ 6425
Interest expense ............... .ol 18,595 165 (2) 18,760
1999
Interest income...........oovvveunieniin... $13,192 $ (8,819)(1) $ 4373
Interest EXpense .........ovvuiianneennnn.n. 5,589 — 5,589

(1) Represents the elimination of interest charged by Auction to Finance for funding Finance’s loan
portfolio.

2) Represents the amortization of discount related to the Antitrust fine and Amazon settlement
p
(see Note O).
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Information concerning geographical areas is as follows:
For the year ended December 31,

2001 2000 %9

Revenues:
United States ........... P $173204 $221,126 $2487223
United Kingdom ... 114,962 116,801 141,115
Other International Countries............c.ocvvvrevnnn.. 47,997 59,861 53,247
Total oo $336,163 $397,788 $442,585

As of December 31, 2001 and 2000, total assets for the Company’s operating segments are:

2001 2000 L

72N 3T 5 o) « KR U PP $634,031 $680,113 i
Real Estate .ttt e e e e 27,094 19,336
85 ¥ T Lo A 104,062 200,321
0 4 o T o AP 1,937 2,046
1102 R O $767,124 $901.816

The following is a reconciliation of assets for the Company’s reportable operating segments to
the amount reported in the Consolidated Balance Sheets:
As of December 31,

2001 2000

Total assets for reportable segments ............c.cocevveierieneennnn. $765,187 $ 899,770

O her ASSEES .ottt ittt ittt ettt et e 1,937 2,046
Unallocated amounts:

Settlement recovery—related party (see note O) ............... — 106,000

Other unallocated amounts............. .. ccviiiiiiiiieinnn. 87,245 60,291

GoodWill ... . e 9,742 10,004

Consolidated aSSetS . ......vtierttitei i it $864,111 $1,078,111

The other unallocated amounts consist primarily of deferred tax assets.

Note D—Receivables

Accounts receivable consists of the following:
As of December 31,

2000 2000

(Thousands of dollars)

Accounts and other receivables.............. ... . i $231,787 $324,825
Allowance for doubtful accounts ............ ... (9,679) (11,413)
o 7 1 U $222,108 $313,412

Under the standard terms and conditions of the Company’s auction sales, the Company is not
obligated to pay consignors for items that have not been paid for by the purchaser. If the
purchaser defaults on payment, the Company has the right to cancel the sale and return the
property to the owner, re-offer the property at auction or negotiate a private sale.

In certain situations, when the purchaser takes possession of the property before payment is
made, the Company is liable to the seller for the net sale proceeds. As of December 31, 2001 and
2000, accounts receivable included approximately $57.8 million and $79.7 million, respectively, of
such sales. As of February 18, 2002, approximately $37.8 million of the amount outstanding at
December 31, 2001 has been collected. Amounts outstanding at December 31, 2000, which
remained outstanding at December 31, 2001, totaled $2.3 million. Management believes that
adequate allowances have been established to provide for potential losses on these amounts.
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Notes receivable and consignor advances consist of the following:
As of December 31,
2001 2000
(Thousands of dollars)

Current:
Notes receivable and consignor advances......................... $100,045 $167,750
Allowance for credit losses .............. it (1,436) (11,522)

98,609 156,228
Non-current:
Notes receivable ... i e e 2,210 35,951

Total o $100,819 $192,179

The Company provides collectors and dealers with financing generally secured by works of art
that the Company either has in its possession or permits the borrower to possess. The Company
generally makes two types of secured loans: (1) advances secured by consigned property to
borrowers who are contractually committed, in the near term, to sell the property at auction (a
“consignor advance”); and (2) general purpose loans to collectors or dealers secured by property
not presently intended for sale. The consignor advance allows a consignor to receive funds shortly
after consignment for an auction that will occur several weeks or months in the future, while
preserving for the benefit of the consignor the potential of the auction process. The general
purpose secured loans allow the Company to establish or enhance a mutually beneficial
relationship with dealers and collectors. The loans are generally made with full recourse to the
borrower. In certain instances, however, loans are made with recourse limited to the works of art
pledged as security for the loan. To the extent that the Company is looking wholly or partially to
the collateral for repayment of its loans, repayment can be adversely impacted by a decline in the
art market in general or in the value of the particular collateral. In addition, in situations where
the borrower becomes subject to bankruptcy or insolvency laws, the Company’s ability to realize
on its collateral may be limited or delayed by the application of such laws. Under certain
circumstances, the Company also makes unsecured loans to collectors and dealers. Included in the
Company’s net notes receivable and consignor advances balance are unsecured loans totaling $30.3
million and $44.8 million at December 31, 2001 and 2000, respectively.

Although the Company’s general policy is to make secured loans at loan to value ratios
(principal loan amount divided by the low auction estimate of the collateral) of 50% or lower, the
Company will lend at loan to value ratios higher than 50%. In certain of these situations, the
Company also finances the purchase of works of art by certain art dealers through unsecured
loans. The property purchased pursuant to such unsecured loans is sold by the dealer or at auction
with any net profit or loss shared by the Company and the dealer. During the fourth quarter of
2000, the Company recorded a $9.0 million provision related to one such unsecured loan. This loan
was written off against the reserve during the first quarter of 2001. The net total of all such
unsecured loans was $14.3 million and $23.0 million at December 31, 2001 and 2000, respectively.

The weighted average interest rates charged on net notes receivable and consignor advances
were 8.4% and 9.7% at December 31, 2001 and 2000, respectively.

Notes receivable and consignor advances included loans to employees of $0.7 million and $0.4
million at December 31, 2001 and 2000, respectively. The weighted average interest rates on these
loans were 6.8% and 12.5% at December 31, 2001 and 2000, respectively.

Interest income on impaired loans is recognized to the extent cash is received. Where there is
doubt regarding the ultimate collectibility of principal for impaired loans, cash receipts, whether
designated as principal or interest, are thereafter applied to reduce the recorded investment in the
loan.
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Changes in the allowance for credit losses relating to notes receivable and consignor advances
for the years ended December 31, 2001 and 2000 are as follows:

2001 2000
(Thousands of doblars)
Allowance for credit losses at January 1, .........ccoveiniiiinenn., $11522 $ 2904
PrOVISIONS .o e e _— 9,000
Write-offs and other ... i (10,086) (382)
Allowance for credit losses at December 31, ....oooiviviiiniinn... $ 1436  $11,522

Note E—Inventory

Inventory consists principally of objects purchased for investment purposes, as well as objects
obtained incidental to the auction process, primarily as a result of purchasers defaulting on
accounts receivable after the consignor has been paid, purchasing property at the minimum price
guaranteed by the Company when the property does not sell at auction (see Note P) and honoring
the claims of purchasers.

The cost of inventory and the related allowances to adjust the cost to management’s estimated
net realizable value are as follows:

As of December 31,

w200
(Thousands of dollars)
TAVENTOTY, A1 COSE .ttt vttt et ettt e e e i ie et ree e $17,590  $22,080
Net realizable value allowances ..............cooveiiiiiiiiiiinnn., (6,044)  (8,058)
1] 7Y S $11,546  $14,022

Note F—Investmemnts

On May 23, 1990, the Company purchased the common stock of the Pierre Matisse Gallery
Corporation (“Matisse”) for approximately $153 million. The assets of Matisse consisted of a
collection of fine art (the “Matisse Inventory”). Upon consummation of the purchase, the
Company entered into the AMA partnership agreement with Acquavella Contemporary Art, Inc.
(“ACA”) and contributed the Matisse Inventory to AMA. The purpose of AMA is to sell the
Matisse Inventory. The term of the AMA partnership agreement expires on March 31, 2003.

The Company does not control AMA; consequently, the Company uses the equity method to
account for its investment in AMA and accordingly records its share of AMA’s operating earnings
(losses) as auction and related revenue in the Consolidated Statements of Income. The net assets
of AMA consist principally of the inventory described above. At December 31, 2001, the carrying
value of this inventory was $83.8 million. The Company’s 50% interest in the net assets of AMA
is included in investments in the Consolidated Balance Sheets. The carrying value of the
Company’s investment in AMA totaled $29.6 million and $31.7 million at December 31, 2001 and
2000, respectively. The Company’s share of AMA’s earnings totaled $0.1 million, $0.8 million and
$0.4 million in 2001, 2000 and 1999, respectively.

Pursuant to the AMA partnership agreement, upon the death of the majority shareholder of
ACA, the successors-in-interest to ACA have the right, but not the obligation, to require the
Company to purchase their interest in AMA at a price equal to the fair market value of such
interest. The fair market value shall be determined by independent accountants pursuant to a
process and a formula set forth in the partnership agreement that includes an appraisal of the
works of art held by AMA at such time.

Cash distributions from AMA are split evenly with ACA since the Company has received the
return of its initial investment. To the extent that AMA requires working capital, the Company
has agreed to lend the same to AMA. As of December 31, 2001, no such amounts were
outstanding.
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At December 31, 2001 and 2000, the carrying value of the Company’s investments in other
affiliates, including Sotheby’s Lehman Mortgage Services (“SLMS”), totaled $2.3 million and $2.1
million, respectively. The Company does not control these affiliates; consequently, the Company
uses the equity method to account for these investments.

The Company has agreed to make additional capital contributions to SLMS to the extent that
SLMS requires either additional operating funds or additional capital to meet regulatory minimum
capital requirements. The Management Committee of SLMS, which includes one representative of
the Company, must unanimously approve any such captial contributions. The Company made no
such capital contributions to SLMS during 2001 and 2000.

Note G—Properties

Properties consist of the following:
As of December 31,

2001 2000

{Thousands of dollars)

AN oo e $ 20,523 §$ 18,904
Buildings and building improvements.,........ ..o, 134,779 101,638
Leaseholds and leasehold improvements.............................. 61,926 57,674
Computer hardware and software ............... ..ot 58,619 64,105
Furniture, fixtures and equipment ..............coviiiiiiiiiiiien.. 54,365 48,907
Construction IN PrOZIESS ... ..outirert ittt aenranenenennn 3,896 32,906
L0 1 T P 1,700 2,311
335,808 326,445
Less: accumulated depreciation ..........oovnevrvnrveininenninniannnas (85,465) (78,379)
1172 O $250,343  $248,066

Note H—Credit Arrangements

Short-term borrowings and long-term debt consist of the following:
As of December 31,

2001 2000
(Thousands of dollars)

Short-term borrowings:

Borrowings under the Amended and Restated
Credit AGreement ............urteinuee ity $130,000 $116,000

Long-term debt:

Long-term debt securities (net of unamortized discount
of $602 and $666) ... ..ot 99,398 99,334

Total ..o $229,398  $215,334

Bank Credit Facilities—In November 2000, the Company amended its existing Credit
Agreement (the “Amended Credit Agreement”) in connection with the settlements of the U.S.
Antitrust Litigation and the Shareholder Litigation, as well as the Company’s plea agreement with
the Antitrust Division of the United States Department of Justice (see Note O). Under the
Amended Credit Agreement, the Company had up to $300 million of committed senior secured
financing with an international syndicate of banks arranged through J.P. Morgan Securities, Inc.
available through July 11, 2001. All outstanding borrowmgs under the Amended Credit Agreement
were refinanced in July 2001, as discussed below.

In July 2001, the Company amended and restated the Amended Credit Agreement (the
“Amended and Restated Credit Agreement”) with an international syndicate of lenders arranged
through J.P. Morgan Securities, Inc. The Amended and Restated Credit Agreement provides for
two separate credit facilities consisting of: (1) a senior secured term facility (the “Term Facility”)
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of $130 million with repayment due on August 11, 2002 and (2) a senior secured revolving credit
facility (the “Revolving Facility”) of up to $120 million available through July 10, 2002. The
Company incurred arrangement and origination fees of $5.3 million in connection with the
Amended and Restated Credit Agreement, which are being amortized over the terms of the
respective commitments. Commitment fees are determined based on the aggregate amount of
unused commitments under the Amended and Restated Credit Agreement and are charged
quarterly in arrears.

The Company’s obligations under the Amended and Restated Credit Agreement are secured
by substantially all of the assets of the Company and its domestic subsidiaries, including a
mortgage on the Company’s headquarters at 1334 York Avenue in New York (the “York
Property”). In addition, borrowings by the Company’s U.K. affiliates and Swiss affiliate are secured
by their respective loan portfolios. Borrowings under the Amended and Restated Credit
Agreement may be used for general corporate purposes and generally bear interest equal to "
LIBOR plus three percent. The Amended and Restated Credit Agreement also contains certain
financial covenants, including covenants requiring the Company to maintain a minimum net worth
and to meet certain quarterly leverage ratio and interest coverage ratio tests. Additionally, the
Amended and Restated Credit Agreement has a covenant that requires the Company to limit
dividend payments. The Company was in compliance with these financial covenants as of
December 31, 2001.

As discussed above, the Term Facility and Revolving Facility under the Company’s Amended
and Restated Credit Agreement are available through August 11, 2002 and July 10, 2002,
respectively. On these dates, the Term Facility and the Revolving Facility will expire and any
outstanding borrowings will be due and payable to the Company’s existing banking group. In order
to fund the repayment of any such outstanding borrowings and to provide for the Company’s long-
term operating needs and capital requirements, as well as to fund the remaining payments due
under the Company’s antitrust fine (see Note O), payments due under the Company’s retention
programs (see Note Q) and interest payments related to the Company’s long-term debt securities,
an extension, amendment or refinancing of the Amended and Restated Credit Agreement will be
necessary to supplement operating cash flows. Alternatively, the Company believes that it has other
options available for capital resources, including, but not limited to, various types of debt
instruments with varying maturities, the issuance of new equity or convertible securities, a sale-
leaseback of the York Property, the sale of certain other corporate assets or operating units and
the collection of client loans. The Company currently believes it will secure adequate long-term
funding or satisfy its liquidity needs pursuant to one of the other options stated above prior to the
expiration of the Amended and Restated Credit Agreement. If the Company were unable to
obtain such funding, this would have a material adverse effect on the Company’s business, results
of operations and/or financial condition.

At December 31, 2001, the Company had outstanding short-term borrowings of $130 million
under the Term Facility at a weighted average interest rate of 5.7%. The Company had no
outstanding borrowings under the Revolving Facility at December 31, 2001.

Senior Unsecured Debr—In February 1999, the Company issued a tranche of long-term debt
securities (the “Notes™), pursuant to the Company’s $200 million shelf registration with the
Securities and Exchange Commission, for an aggregate offering price of $100 million. The ten-year
Notes have an effective interest rate of 6.98% payable semi-annually in February and August. The
Notes have covenants that impose limitations on the Company from placing liens on property and
entering into sale-leaseback transactions, excluding the York Property. The Company was in
compliance with these covenants at December 31, 2001. An event of default related to the
Amended and Restated Credit Agreement does not, in and of itself, constitute an event of default
under the Indenture. If, and to the extent required under the Indenture, pursuant to which the
Notes were issued and subject to certain exceptions contained in the Indenture, the security
documents executed in connection with the Amended and Restated Credit Agreement provide that
the obligations under the Notes shall be secured equally and ratably with that portion of the
obligations under the Amended and Restated Credit Agreement that exceed the permitted
exceptions contained in the Indenture.
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Interest Paid—Interest paid on borrowings, net of capitalized interest, totaled $23.1 million,
’ $18.6 million and $3.9 million during 2001, 2000 and 1999, respectively.

Note I—Income Taxes

The significant components of income tax (benefit) expense attributed to continuing operations
consist of the following:
Year ended December 31,

2001 2000 1999
(Thousands of dollars)

(Loss) Income Before Taxes:

DOMESTIC v vttt ettt e e $(53,016) $(253,609) $26,423
B0 ) =) 1 1 P (18,530) 3,482 257727
Total . e e $(71,546) $(250,127) $52,150

Income Taxes Current:
Federal ..ot e $ 6291 $ (19,781) § 1,546
State and local ... ...t (353) — 1,098
Foreign .. PP 3,299 2,862 8,283

9,237 (16,919) 10,927

Income Taxes Deferred:

Federal and state.............ooiiiiiiiii .. (26,891) (42,022) 7,478
0 (=1~ 1 OO (12,196) (1,492) 891
(39,087)  (43,514) 8,369

Total . ..o $(29,850) $ (60,433) $19,296

The components of deferred income tax assets and liabilities are disclosed below:

Year ended December 31,
2001 2000
(Thousands of dollars)

Deferred Tax Assets:

Asset provisions and accrued liabilities....................... ... $ 47,191 § 54,207

Tax loss and credit carryforwards ..............coooiiiiiieaL, 97,392 45,664

144,583 99,871

Valuation allowance......... ..o (43,060) (37,270)

Total . e $101,523  $ 62,601

Deferred Tax Liabilities:

Basis difference in partnership assets .............. ..o, $ 10,349 $ 10,778
Difference between book and tax basis of depreciable and '

amortizable asSetsS ...ttt i i e e 3,929 4,448

TOtal ..o e $ 14278  $ 15,226

At December 31, 2001, the Company has U.S. federal tax loss carryovers of $35.0 million,
which expire in 2020 and 2021 and foreign tax credit carryforwards of $9.2 million, having
expiration dates ranging from 2002 to 2004. The Company also has various foreign and state loss
carryovers that expire in 2002 and thereafter. The Company provided a valuation allowance for
certain state and foreign losses and tax credit carryforwards of $43.1 million and $37.3 million at
December 31, 2001 and 2000, respectively. The valuation allowance increased by $5.8 million and
$33.2 million at December 31, 2001 and 2000, respectively. The changes in the valuation allowance
resulted from management’s evaluation of the utilization of state and foreign operating losses and
U.S. federal tax credit carryforwards.
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The effective tax rate varied from the statutory rate as follows:

Year ended December 31,

2oL W00 19%9
Statutory federal income tax rate............ ...t 35.0% 350%  35.0%
State and local taxes, net of federal tax benefit .................. 8.4 9.3 54
Foreign taxes at rates different than U.S. rates................... 34 0.9 (7.6)
Non-deductible antitrust expenses ............cooiveviiiiiiennne, (1.2) (7.4) —
Effect of operating losses and tax credits......................... 3.0 (13.9) 3.1
OO . ...ttt et e e ©9) 03 11
Effective income tax Iate............cveiuiiiuininriiineiiinniees 41.7% 242% 37.0%

Undistributed earnings of foreign subsidiaries included in consolidated retained earnings at
December 31, 2001 and 2000 amounted to $63.1 million and $53.7 million, respectively. Such
amounts are considered to be reinvested indefinitely or will be distributed from income in such a
way that would not incur a significant tax consequence and, therefore, no provision has been made
for taxes that would be payable upon distribution of these earnings.

Total net income tax (refunds) payments during 2001, 2000 and 1999 were ($14.6) million
(50.1) million and $22.0 million, respectively.

The related tax (benefit) expense for the years ended December 31, 2001, 2000 and 1999
related to the foreign currency translation adjustment included in Other Comprehensive Income
(Loss) was approximately $1.1 million, ($0.9) million and ($2.2) million, respectively.

Note J—Lease Commitments

The Company conducts business on premises leased in various locations under long-term
operating leases expiring through 2060. Net rental expense under operating leases totaled $14.6
million, $16.9 million and $16.8 million, respectively, for the years ended December 31, 2001, 2000
and 1999.

Future minimum lease payments under noncancelable operating leases in effect at
December 31, 2001 are as follows (in thousands of dollars):

2002 L $ 13,737
2003 L 12,207
2004 L 11,485
200 L 10,300
2006 . e 9,965
Thereafter ... e e e 63,024

Total future minimum lease payments..................... $120,718

These future minimum lease payments exclude minimum sublease rental receipts of $9.0
million owed to the Company in the future under noncancelable subleases.

In addition to the lease payments above, under the terms of certain leases, the Company is
required to pay real estate taxes and utility costs and may be subject to escalations in the amount
of future minimum lease payments based on certain contractual provisions.

Note K—Shareholders’ Equity

Common Stock—Each share of the Company’s Class A Common Stock is entitled to one vote
and each share of the Company’s Class B Common Stock is entitled to ten votes. Both classes of
common stock share equally in cash dividend distributions, if any. The Class A Common Stock is
traded on both the New York Stock Exchange and the London Stock Exchange.

On July 23, 1999, Amazon.com, Inc. (“Amazon”) purchased one million of newly issued shares
of the Company’s Class A Common Stock at $35.44 per share, and purchased for $10 million a
three year warrant to purchase an additional one million shares at $100 per share.

On March 30, 2001, the Company deposited 1.1 million shares of its Class A Common Stock
with a fair market value of $20 million in an escrow account to extinguish a portion of the
remaining liability related to the Shareholder Litigation settlement. On April 25, 2001, the
Company deposited an additional 1.1 million shares of its Class A Common Stock in an escrow
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account to extinguish the remaining liability associated with the Shareholder Litigation. (See
Note O and Part I, Item 3 “Legal Proceedings” for additional information relating to the
Shareholder Litigation.)

Preferred Stock—In addition to the Class A and Class B Common Stock outstanding, the
Company has the authority to issue 50,000,000 shares of no par value Preferred Stock. No such
shares were issued and outstanding at December 31, 2001 and 2000.

Stock Option Plans—As of December 31, 2001, the Company has reserved 17,805,000 shares
of Class B Common Stock for future issuance in connection with the 1987 Stock Option Plan (the
“1987 Plan”) and the 1997 Stock Option Plan (the “1997 Plan”). The 1997 Plan succeeded the
1987 Plan.

Pursuant to both stock option plans, options are granted with an exercise price equal to or
greater than fair market value at the date of grant. Options granted through September 1992
pursuant to the 1987 Plan, vest and become exercisable ratably during each of the fourth, fifth and
sixth years after the date of grant. Options granted subsequent to September 1992 and through
December 1996 pursuant to the 1987 Plan, and options granted subsequent to December 1996
pursuant to the 1997 Plan, primarily vest and become exercisable ratably in each of the second,
third, fourth, fifth and sixth years after the date of grant (except in the U.K. where certain options
vest three-fifths in the fourth year and one-fifth in each of the fifth and sixth years after the date
of grant). All options granted on or after April 29, 1997 will vest immediately upon a change of
control {as defined in the 1997 Plan document). The options are exercisable into shares of Class B
Common Stock, which are authorized but unissued shares. The shares of Class B Common Stock
issued upon exercise are freely convertible into an equivalent number of shares of Class A
Common Stock. Pursuant to both stock option plans, options expire ten years after the date of
grant.

At December 31, 2001, there were outstanding options under the 1997 Plan and the 1987 Plan
for the purchase of 14,140,910 shares, at prices ranging from $10.87 to $42.63 per share. Stock
option transactions during 2001, 2000 and 1999 are summarized as follows (shares in thousands):

Shares

Reserved for Options Qutstanding

Issuance under Weighted
the Plans Shares Prices Average Price
Balance at January 1, 1999.................... 9,778 7.896 $10.87-24.25 $17.84
Shares reserved ........................... 4,900
Options granted ...............ccovenn.. 2,033 $25.63-42.63 $36.76
Options canceled .................coienn (77)  $10.87-37.94 $23.72
Options exercised...........cooveeennnnnn. (653) (653)  $10.87-24.25 $14.45
Balance at December 31, 1999 ................ 14,025 9,199 $10.87-42.63 $21.94
Shares reserved............ ..., 4,000
Options granted .............coveevvenen.. 6,750  $16.63-29.06 $21.34
Options canceled .............. ... (2,554)  $10.87-42.38 $19.35
Options exercised.................cooouee. (167) (167)  $10.87-24.25 $14.22
Balance at December 31, 2000 ................ 17,858 13,228 $10.87-42.63 $22.13
Options granted ...............coviunnn. 1,785  $11.24-26.38 $22.63
Options canceled ......................... (819)  $10.87-42.63 $23.81
Options exercised...................coiot (53) (53) $10.87-24.25 $16.16
Balance at December 31, 2001 ................ 17,805 14,141 $10.87-42.63 $22.11

During 2000, the Company’s former Chief Executive Officer relinquished 1,930,000 options
issued pursuant to the 1997 Plan and the 1987 Plan (with exercise prices ranging from $10.87 to
$24.25) pursuant to an agreement between the Company and the former Chief Executive Officer
related to the DOJ investigation and other related matters (see Note O).

The following table summarizes information about options outstanding at December 31, 2001
(shares in thousands):
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Options Outstanding Options Exercisable
Weighted Average

Outstanding Remaining Weighted Exercisable Weighted
Range of Prices At 12/31/01 Contractual Life Average Price At 12/31/01  Average Price
$10.8700-12.7875 .. ............. 670 6.0 years $11.07 370 $10.93
$12.7876-17.0500 ............... 1,043 2.1 years $14.67 1,038 $14.66
$17.0501-21.3125............... 5,993 7.2 years $18.88 2,261 $18.84
$21.3126-255750............... 2,688 7.8 years $24.07 803 $23.70
$25.5751-29.8375 ... 2,502 8.3 years $26.44 781 $26.48 !
$29.8376-34.1000............... 16 7.6 years $31.93 7 $31.93 [
$34.1001-38.3625............... 1,228 7.2 years $36.97 546 $37.06
$38.3626-42.6250 ... ............ 1 0.1 years $42.63 1 $42.63
14,141 7.1 years $22.11 5,807 $21.02

The weighted average fair value per share of options granted during 2001, 2000 and 1999 was
$9.15, $10.77 and $5.05, respectively. At December 31, 2001, 2000 and 1999, 5,806,952, 3,433,452
and 3,336,183 options were exercisable at weighted average exercise prices of $21.02, $19.67 and
$17.05, respectively.

During the first and fourth quarters of 2000, the Compensation Committee of the Board of
Directors (the “Compensation Committee”) awarded special grants of 3 million and 2 million stock
options, respectively, pursuant to the 1997 Plan in addition to the normal annual grant. The
options granted in the fourth quarter of 2000 vest and become exercisable ratably in each of the
second, third and fourth years after the date of grant.

In the first quarter of 2002, the Compensation Committee approved a grant of 1.6 million
options with an exercise price of $13.69 pursuant to the 1997 Plan. Such options, which were
granted at an exercise price equal to the fair market value of the Company’s Class A Common
Stock at the date of grant, vest the earlier of one year from the date of grant or the day after the
Company’s Class A Common Stock closes at or above $30 per share for ten consecutive trading
days. Such options will expire the earlier of five years after the date of grant or six months after
the Company’s Class A Common Stock closes at or above $30 per share for ten consecutive
trading days. These options vest immediately upon a change of control (as defined in the 1997
Plan document).

Performance Share Purchase Plan—As of December 31, 2001, the Company has reserved
1,958,000 shares of Class B Common Stock for issuance in connection with the Performance Share
Purchase Plan (the “Performance Plan”). At December 31, 2001, 285,500 options were outstanding
under the Performance Plan.

The following table summarizes information about options outstanding at December 31, 2001
under the Performance Plan: ’

Resiﬂ;izils for Options Outstanding
Issuance under Weighted
the Plan Shares Price Average Price
Balance at January 1, 1999 ............ 2,000,000 695,500 $3.69-5.03 $4.48
Options forfeited .................. — (220,500) $4.29-5.03 $4.31
Options exercised ................. (25,000) (25,000) $ 3.69 $3.69
Balance at December 31, 1999......... 1,975,000 450,000 $3.69-5.03 $4.61
Options forfeited .................. — (147,500) $3.69-5.03 $4.58
Options exercised ................. (17,000) (17,000) $ 3.69 $3.69
Balance at December 31, 2000......... 1,958,000 285,500 $3.69-5.03 $4.69
Options forfeited .................. — — — —
Options exercised ................. — — — —
Balance at December 31, 2001......... 1,958,000 285,500 $3.69-5.03 $4.69
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Options granted under the Performance Plan will be exercisable upon the fulfillment of certain
performance criteria, based on the Company’s earnings per share or return on equity, or both, as
determined by the Compensation Committee or the Section 162(m) Subcommittee thereof, as
applicable, as well as fulfillment of time vesting requirements. The options, which generally have a
three-year performance period, time vest regardless of achieving the performance goal, in one third
increments on each of the third, fourth and fifth anniversaries of the date of grant. If the
performance goal has been achieved at the time these options begin time vesting, the options will
become exercisable when the time vesting requirement is met. If the performance goal has not
been achieved by the end of the performance period, the options will not become exercisable upon
time vesting. Rather, the designated performance goal will automatically be adjusted, and the
performance period will be extended one year. Upon achievement of the adjusted performance
goal, the options will be exercisable to the extent they have time vested. If the adjusted
performance goal is not achieved by the end of the fifth year after the date of grant, the options
will expire. During the term of each Performance Plan option, the option accrues dividend
equivalents (if dividends are declared by the Board of Directors of the Company) which are
payable to the option holder when the option becomes exercisable. During 1997, the Audit and
Compensation Committees approved an acceleration of the time vesting for options granted during
1996 and 1997. These options time vest on the third anniversary of the date of the grant, provided
that the performance goal is achieved. The performance goal for the 1996 grant was achieved, and
the options became exercisable on January 31, 1999. As of December 31, 2001, 73,000 options
were exercisable pursuant to the 1996 grant at a price of $3.69 per share. No other options issued
pursuant to the Performance Plan were exercisable as of December 31, 2001.

Pursuant to the Performance Plan, options are granted with an exercise price equal to at least
25% of the fair market value of the Class B Common Stock at the date of grant.

During the fourth quarter of 2000, 50,000 options issued pursuant to the 1996 Performance
Plan (with a price of $3.69) were relinquished by the Company’s former Chief Executive Officer
pursuant to an agreement between the Company and the former Chief Executive Officer related to
the DOJ investigation and other related matters. Accordingly, in the fourth quarter of 2000, the
Company recorded in special charges (see Note O) a reduction of accrued compensation cost of
approximately $1.4 million previously expensed for these options.

During 1999, the Company determined that fulfillment of the financial performance criteria for
the 1997 and 1998 grants (necessary for these options to ultimately become exercisable under the
terms of the Performance Plan) were not likely to be achieved, even on an adjusted basis as
described above. Accordingly, the Company recorded a reduction of accrued compensation cost of
approximately $5.9 million previously expensed for its 1997 and 1998 Performance Plan option
grants.

Pro Forma Disclosure of the Compensation Cost for Stock Option Plans—As permitted
under SFAS No. 123, “Accounting for Stock-Based Compensation,” the Company has elected to
continue to measure stock-based compensation using the intrinsic value approach under APB
Opinion No. 25, the former standard. If the former standard for measurement is elected, SFAS
No. 123 requires supplemental disclosure to show the effects of using the new measurement
criteria.

Had compensation cost for the 1997 Plan and the Performance Plan been determined based
on the fair value at the grant date for awards in 2001, 2000 and 1999 consistent with the
provisions of SFAS No. 123, the Company’s net (loss) income and (loss) earnings per share would
have been equal to the pro forma amounts indicated below:

Year ended December 31,

2001 2000 159
Net (loss) income—as reported ..............c.oevnen.. $(41,696) $(189,694) $32,854
Net (loss) income—pro forma .................oooiuen $(63,817) $(211,005) $19,410
Basic (loss) earnings per share—as reported ........... $ (069 $ (322) $ 057
Basic (loss) earnings per share—pro forma ............ $ (105 $ (3358 § 033
Diluted (loss) earnings per share—as reported......... $ (069) § (322) § 036
Diluted (loss) earnings per share—pro forma .......... $ (105 $ (358 § 033
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The pro forma information reflected above may not be representative of the amounts to be
expected in future years as the fair value method of accounting contained in SFAS No. 123 has
not been applied to options granted prior to January 1995.

The fair value of each option grant is estimated on the date of grant using the Black-Scholes
option-pricing model with the following weighted average assumptions used for all grants issued in
2001, 2000 and 1999:

2001 2000 1999
Dividend yield ... — — 1.0%
Expected volatility ...............cocoiiiiin... 39.0% 35.0% 35.0%
Risk-free rate of return ......................... 5.5% 6.0% 5.4%
Expected life............ooiiiiii 4.5 years 7.5 years 7.5 years

The compensation cost generated by the Black-Scholes model may not be indicative of the r
future benefit received by the option holder.

Stock Compensation Plan for Non-Employee Directors—Effective April 30, 1998, the
Company amended the Director Stock Ownership Plan. As of December 31, 2001, the Company
has reserved 96,755 shares of Class A Common Stock for issuance in connection with the Stock
Compensation Plan for Non-employee Directors (the “Amended Plan”). During 2001, 2000 and
1999, the number of shares issued to non-employee directors under the Amended Plan (including
deferred stock units) were 27,120, 22,035 and 15,255, respectively.

Stock Repurchase Programs—In June 1996, the Company authorized an increase in the
number of shares of its outstanding Class A Common Stock to be acquired under the
November 30, 1995 stock repurchase program from one million shares to four million shares. As
of December 31, 2001, 2.5 million shares had been repurchased under this program. There were no
repurchases of stock during 2001 and 2000. Due to the current liquidity situation of the Company,
management does not currently expect to make any stock repurchases.

Note L—Pension Arrangements

The Company has a defined contribution plan for U.S. employees who have completed three
consecutive months of employment (the “Retirement Savings Plan”). The Company contributes an
amount equal to 2% of each participant’s eligible compensation to the plan. Additionally,
participants may elect to contribute between 2% and 12% of their eligible compensation, up to the
maximum amount allowable under Internal Revenue Service (“IRS”) regulations, on a pre-tax
basis. Employee savings are matched by a Company contribution of up to an additional 6% of the
participant’s eligible compensation. The Company’s pension expense related to the Retirement
Savings Plan totaled $3.7 million, $3.4 million and $3.7 million for the years ended December 31,
2001, 2000 and 1999, respectively.

The Company also has an unfunded Benefits Equalization Plan (the “BEP”). The BEP is
available to certain officers of the Company whose contributions to the Retirement Savings Plan
are limited by IRS regulations. Such officers may enter into agreements pursuant to which their
salaries will be reduced and the Company will maintain accounts on their behalf in the amount of
the difference between the aggregate amount of contributions that would have been made to the
Retirement Savings Plan in the absence of the limitations, and the aggregate amount of
contributions actually made to the Retirement Savings Plan. Employee savings are matched by a
Company contribution of up to an additional 6% of the participant’s eligible compensation.
Contributions to the BEP earn interest at a rate equal to 3.3% above the 10-year U.S. Treasury
Bond rate. The total unfunded liability of the BEP was $15.6 million and $12.5 million as of
December 31, 2001 and 2000, respectively, and is included within other liabilities in the
Consolidated Balance Sheets. The Company’s pension expense related to the BEP totaled $0.9
million for the years ended December 31, 2001, 2000 and 1999.

The Company also makes contributions to a defined benefit pension plan covering substantially
all UK. employees (the “U.K. Plan”). During 2001, as a result of the Company’s restructuring
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plans (see Note R), the Company recorded a curtailment gain of $0.4 million and special
termination benefits of $0.3 million related to the U.K. Plan.

The table below details the change in the projected benefit obligation (“PBO”), the change in
the fair value of plan assets, the funded status and the net pension asset recognized in the
Consolidated Balance Sheets as of December 31, 2001 and 2000 related to the U.K. Plan:

As of December 31,

2001 2000
(Thousands of dollars)
PBO at beginning of year ...l $109,640 $110,258
= (T 1 4,946 5,231
TOEETEST COSE oottt ettt e e 6,816 6,670
Employee contributions..............cooviiiiiiinnian., 689 922
Actuarial 1oss (gain) .........oovieiiiiiiiini i 9,186 (2,409)
Benefits paid ... (2,866) (2,644)
Impact of curtaillment ...........coovniiiiiiiiiiieeeanns (735) —
Special termination benefits............c.ooiiiiiiiiiiiiii... 330 —
Foreign currency exchange rate changes ..................... (3,008) (8,388)
PBO atend of year............oooiiiiiiiniiniiaon., $124,998 $109,640
Fair value of plan assets at beginning of year ............... $166,325 $160,209
Actual (loss) return on plan assets ...............c...ooieuen.. (25,540) 19,091
Employer contributions ... 1,294 1,054
Employee contributions...........cooiiiiiiiiiininaeia... 689 922
Benefits paid ... (2,866) (2,644)
Foreign currency exchange rate changes ..................... (4,865) (12,307)
Fair value of plan assets at end of year................. $135,037 $166,325
Funded statls ......vvntinti i et i criee e nieeans $ 10,039 §$ 56,685
Unrecognized transitional asset .................ooooiiin... (441) (898)
Unrecognized prior service Cost ........coveeiieineninvnnnn, 1,153 1,810
Unrecognized actuarial loss (gain) ................cooviunen. 6,712 (42,886)
Prepaid pension cost recorded in the Consolidated
Balance Sheets...........coiiiiiiin i $ 17463 § 14,711

The components of the net pension benefit are:
Year ended December 31,

ol 20 1959
(Thousands of dollars)

SEIVICE COSE v vttt ceiee e $ 4946 $§ 5231 § 5118
Interest COSt. vttt ittt et i ennan 6,816 6,670 6,554
Expected return on plan assets.................... (12,055) (12,731) (11,985)
Amortization of prior service cost................. 265 279 297
Amortization of actuarial gain..................... (1,297)  (1,720) (812)
Amortization of transition asset ................... (429) (452) (481)
Sub-total....oeee i e (1,754  (2,723)  (1,309)
Curtailment gain ..........ocoiiiiiiiiiiiii ., (434) — —
Special termination benefits ................... ..., 330 — —
Net pension benefit..................ooovvnen. $ (1,858) $ (2,723) $ (1.309)
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The following actuarial assumptions were used in determining the funded status of the U.K.
Plan:

2001 2000
Weighted average discount rate .............oooiiiiiiiiiiien 6.25%  6.50%
Weighted average rate of compensation increase................... 4.50%.  5.00%
Weighted average expected long-term rate of return on plan
ASSEES . it 8.00%  8.00%

Note M—Related Party Tramsactions

Prior to December 1995, the Company had a loan program whereby it would directly lend
money to certain officers and staff for a term of 15 years to purchase a residence under notes
bearing interest at an annual rate equal to one to two percentage points below the Prime Rate. In
December 1995, the majority of the loans under this program were refinanced and replaced by a
bank loan program providing comparable loan terms and interest rates. The Company guarantees
all repayment obligations under this bank loan program, which is available to employees at the
Chief Executive Officer’s discretion. For loans under this program exceeding $0.5 million, the
approval of either the Compensation Committee or Executive Committee of the Board of
Directors is required. All loans are immediately repayable in the event an employee leaves the
Company. The amount of guarantees outstanding under this program was $2.1 million at
December 31, 2001.

The Company has another bank loan guarantee program, which is available to certain
employees at the Chief Executive Officer’s discretion, whereby the employee borrows directly from
a bank on a demand note basis and pays interest at an annual rate equal to the Prime Rate. All
of the repayment obligations of the employee are guaranteed by the Company and are repayable
when an employee leaves the Company. These obligations totaled $0.2 million at December 31,
2001.

For the years ended December 31, 2001 and 2000, the Company recognized approximately
$3.6 million and $2.0 million, respectively, of commission revenue primarily related to the sale of
property consigned by a significant shareholder of the Company.

For the year ended December 31, 2001, the Company recognized approximately $0.2 million of
commission revenue related to the purchase of property by a significant shareholder of the
Company.

The payment of approximately $28 million of the cash retention awards described in Note O
is guaranteed by A. Alfred Taubman, a principal shareholder of the Company.

(See Notes D and O for additional related party disclosures.)

Note N—Derivatives

Effective January 1, 2001, the Company adopted SFAS No. 133, which establishes accounting
and reporting standards for derivative instruments, including certain derivative instruments
embedded in other contracts, and for hedging activities. All derivatives, whether designated as
hedging relationships or not, are required to be recorded on the balance sheet at fair value. If the
derivative is designated as a fair value hedge, the changes in the fair value of the derivative and
of the hedged item attributable to the hedged risk are recognized in earnings. If the derivative is
designated as a cash flow hedge, the effective portions of changes in the fair value of the
derivative are recorded in other comprehensive income (“OCI”) and are recognized in the income
statement when the hedged item affects earnings. Ineffective portions of changes in the fair value
of cash flow hedges are recognized in earnings.

The Company primarily utilizes forward exchange contracts to manage exposures related to
foreign currency risks, which mostly arise from foreign currency denominated intercompany
balances. Generally, such intercompany balances are centrally funded and settled through the
Company’s global treasury function. The Company’s primary objective for holding derivative
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instruments is to minimize foreign currency risks using the most effective methods to eliminate or
reduce the impacts of these exposures.

The forward exchange contracts entered into by the Company are used as economic cash flow
hedges of the Company’s exposure to foreign currency denominated intercompany balances. Such
contracts are typically short-term with settlement dates no more than one month from their
inception. These contracts are not designated as hedging instruments under SFAS No. 133 and are
recorded on the Company’s Consolidated Balance Sheet at fair value with any changes in their fair
value being recognized currently in earnings. Such changes in fair value are generally offset by the
revaluation of the underlying intercompany balance in accordance with SFAS No. 52, “Foreign
Currency Translation.” As a result, upon settlement, the net impact on the Company’s earnings of
such derivative instruments represents the transaction costs related to the derivatives. During 2001,
such costs, which are reflected in other income/(expense), were not material to the Company’s
results of operations.

The Company’s Consolidated Balance Sheet at December 31, 2001 includes a nominal asset
within other current assets reflecting the fair value of the Company’s forward exchange contracts.

The adoption of SFAS No. 133 on January 1, 2001, resulted in a cumulative pre-tax decrease
to OCI of $0.3 million ($0.2 million after-tax) during the first quarter of 2001. The majority of this
amount was reclassified into earnings as other income/(expense) during the first quarter of 2001.
The remaining amount was reclassified into earnings during the second quarter of 2001.

Note O—Litigation and Special Charges

During 2001 and 2000, the Company recorded the following special charges related to the
investigation by the Antitrust Division of the United States Department of Justice (the “DQOJ”),
other governmental investigations and the related U.S. Antitrust Litigation and Shareholder
Litigation, as discussed below:

2001 2000
(ﬁusands of d&lﬁrs)
U.S. Antitrust Litigation ...........cooiiiiiiiiiiiiiiiian... $ — $100,000
Shareholder Litigation ...........cccooiiiiiiiiiiiiiiiiinn.. —_ 40,000
ANttrust fine ... — 34,113
Special recognition bonuses ..................... e — 10,674
Legal and other costs ... ...t 3,089 9,555
Amazon Settlement ...... ..ot — 8,143
Class notification costs—U.S. Antitrust Litigation ........... (570) 2,000
Forfeiture of Performance Plan shares ...................... — (1,416)
Total .. e $2,519 $203,069

In April 1997, the DOJ began an investigation of certain art dealers and major auction
houses, including the Company and its principal competitor, Christie’s. The Company has pled
guilty to a violation of the U.S. antitrust laws in connection with a conspiracy to fix auction
commission rates charged to sellers in the U.S. and elsewhere. On February 2, 2001, the U.S.
District Court for the Southern District of New York accepted the Company’s plea and imposed
on the Company a fine of $45 million payable without interest over a period of five years. The
$34.1 million recorded as special charges in 2000 represents the present value of the amounts due
to the DOJ. In June 2001 and February 2002, the Company made payments of $3 million each to
fund a portion of the fine payable to the DOJ in accordance with the plea. The remaining $39
million of the fine is payable as follows: (a) $6 million due February 6, 2003, (b) $6 million due
February 6, 2004, (c) $12 million due February 6, 2005 and (d) $15 million due February 6, 2006.

A number of private civil complaints, styled as class action complaints, were also filed against
the Company alleging violations of federal and state antitrust laws based upon alleged agreements
between Christie’s and the Company regarding commissions charged to purchasers and sellers of
property in the U.S. and elsewhere (the “U.S. Antitrust Litigation”). In addition, several
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shareholder class action complaints were filed against the Company and certain of its directors and
officers, alleging failure to disclose the alleged agreements and their impact on the Company’s
financial condition and results of operations (the “Shareholder Litigation”).

On September 24, 2000, the Company agreed to settle the U.S. Antitrust Litigation and
recorded special charges of $100 million related to the settlement in the third quarter of 2000. On 1
April 20, 2001, the Court approved an amended settlement agreement (the “Amended Settlement
Agreement”). Under the Amended Settlement Agreement, the Company has deposited into an
escrow account for the benefit of members of the class: (a) $206 million in cash and (b) a global
vendor’s commission discount certificate (the “Global Certificate™) with a face value of $62.5
million. The Court determined that the $62.5 million face value of the Global Certificate had a
fair market value of not less than $50 million. The Company currently has recorded estimated
redemptions of $50 million related to the individual vendor’s commission discount certificates (the
“Discount Certificates”) in the Consolidated Balance Sheets within the long-term settlement
liability. Cf the cash payments made in accordance with the Amended Settlement Agreement, $156
million were funded by A. Alfred Taubman, holder of approximately 13.2 million shares of the
Company’s Class B Common Stock, the Company’s former Chairman and a co-defendant in the
U.S. Antitrust Litigation. Certain class members have filed notices of appeal of the court’s order
approving the settlement. The U.S. Court of Appeals for the Second Circuit will hear the appeal.

The individual vendor’s commission discount certificates to be distributed as part of the U.S.
Antitrust Litigation settlement will be fully redeemable in connection with any non-Internet
auction that is conducted by the Company in the U.S. or the U.K. The Discount Certificates may
be used to satisfy consignment charges involving vendor’s commission, risk of loss and/or catalogue
illustration. The Discount Certificates are not currently expected to be printed and issued to the
class of plaintiffs before sometime in 2003. The Company expects to incur costs for printing,
issuing and redeeming the Discount Certificates issued to the class of plaintiffs related to the U.S.
Antitrust Litigation settlement. These costs have not been expensed since they are currently not
estimatable due to the expected timing of when the Discount Certificates will be printed and
issued.

On September 24, 2000, the Company agreed to settle the Shareholder Litigation and
recorded special charges of $40 million related to the settlement in the third quarter of 2000. On
February 16, 2001, the Court approved the settlement. Under the terms of the Shareholder
Litigation settlement, the Company has deposited into an escrow account for the benefit of
members of a class of all purchasers of the Company’s Class A Common Stock during the period
of February 11, 1997 through February 18, 2000: (a) $30 million in cash and (b) 2,204,708 shares
of Sotheby’s Class A Common Stock, which had a value of $40 million at the time they were
deposited. A. Alfred Taubman, holder of approximately 13.2 million shares of the Company’s
Class B Common Stock, the Company’s former chairman and a co-defendant in the Shareholder
Litigation, funded the $30 million cash payment due under the terms of the Shareholder Litigation
settlement.

In November 2000, pursuant to an agreement with Amazon (the “Amazon Agreement”), the
activities of sothebys.amazon.com, the former auction website for the sale of authenticated and
guaranteed art and antiques that had been operated by the Company and Amazon pursuant to a
previous co-branded site agreement, were combined with those of sothebys.com, the Company’s
own auction website. The Amazon Agreement provided for Amazon to promote the sothebys.com
website and otherwise provide marketing services related to sothebys.com. The Amazon Agreement
also provided for releases from any potential claims related to the operation of
sothebys.amazon.com and the purchase by Amazon in July 1999 of the Company’s Class A
Common Stock and warrants to purchase additional shares of the Company’s Class A Common
Stock. The Company determined that $9.5 million of the minimum payments required under the
agreement constituted consideration for the release of these claims. The $8.1 million recorded as
special charges in 2000 represents the present value of the amounts that were due to Amazon in
respect of the releases discussed above. In the fourth quarter of 2001, the Company terminated the
Amazon Agreement and in full satisfaction of the Company’s obligations under the Amazon
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Agreement, paid $11.6 million to Amazon and extinguished the remaining $6.3 million liability
related to the Amazon settlement (see Note R).

During 2001 and 2000, the Company recorded special charges of $3.1 million and $9.6 million,
respectively, consisting primarily of legal and other professional fees related to the investigation by
the DOJ, other governmental inquiries and investigations, and the related U.S. Antitrust Litigation
and Shareholder Litigation, as discussed above and in Note P.

During 2000, the Company recorded special charges of $2.0 million for estimated costs related
to the notification of the members of the class of plaintiffs in the U.S. Antitrust Litigation. During
the fourth quarter of 2001, the Company recorded a $0.6 million reversal of the liability related to
the class notification costs as a result of the favorable completion of negotiations with the vendor.

During 2000, as a result of the DOJ investigation and other related matters as discussed
above, the Company recorded special charges of $10.7 million for special recognition bonuses for
certain key employees. Such special recognition bonuses were in addition to the recipients’ regular
compensation and were paid during the fourth quarter of 2000 and first quarter of 2001.

During 2000, 50,000 options issued pursuant to the 1996 Performance Plan were relinquished
by the Company’s former Chief Executive Officer pursuant to an agreement between the Company
and the former Chief Executive Officer related to the DOJ investigation and other related matters
(see Note K). Accordingly, in the fourth quarter of 2000, the Company recorded in special charges
a reduction of accrued compensation cost of approximately $1.4 million previously expensed for
these options.

Amounts charged to the Company’s settlement liabilities related to the DOJ investigation and
other related matters during 2001 and 2000 were as follows (in thousands of dollars):

U.S. Amntitrust Amazon
Anmntitrust Shareholder Fine Settlement
Litigation Litigation {met) {met) Total

Original provision at

September 30, 2000 ............. $ 256,000 $ 70,000 $34,113 §$ 8,143 § 368,256
Cash payments into escrow........ (100,000)  (30,000) — — (130,000)
Cash payments to Amazon ........ —_ — — (594) (594)
Amortization of discount .......... — — — 165 165
Settlement liability at

December 31, 2000.............. 156,000 40,000 34,113 7,714 237,827
Cash payments into escrow........ (106,000) — — — (106,000)
Cash payment to DOJ............. — — (3,000) — (3,000)
Cash payments to Amazon ........ — — — (1,781) (1,781)
Amortization of discount .......... _ —_ 2,509 417 2,926
Termination of Amazon

Agreement (see Note R)........ — — — (6,350) (6,350)
Issuance of Class A Common

StocK .. v — (40,000) — — (40,000)
Settlement liability at

December 31, 2001 .............. $ 50,000 § — $33622 § — § 83622

(See Note P for additional information on litigation.)

Note P—Commitmrents and Contingencies

Commitments—As of December 31, 2001, the Company had outstanding letters of credit of
approximately $6.5 million primarily relating to rental obligations in Europe and the U.S.

In conjunction with the retention plans approved during 2001 (see Note Q), the Company
entered into employment agreements with a group of certain key employees, which expire at
various dates through December 31, 2003. Such agreements provide, among other benefits, for
minimum salary levels and incentive bonuses which are payable if specified Company and
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individual goals are attained, as well as cash awards in conjunction with the Company’s retention
programs. The aggregate commitment for future salaries at December 31, 2001, excluding incentive
bonuses and cash awards in conjunction with the Company’s retention programs, was
approximately $5.6 million.

Legal Actions—The European Commission is conducting an investigation regarding
commissions charged by the Company and Christie’s for auction services. Although the outcome of
this investigation cannot presently be determined, any loss resulting from this investigation could
have a material impact on the Company’s financial condition, liquidity and/or results of operations.
The amount of any such loss is not currently estimatable.

Certain class members have filed notices of appeal of the court’s order approving the
settlement of the U.S. Antitrust Litigation. The U.S. Court of Appeals for the Second Circuit will
hear the appeal.

One of the parties that opted out of the class action settlement in the U.S. Antitrust
Litigation has threatened to commence a lawsuit against the Company and Christie’s alleging
antitrust violations and is seeking approximately $19 million in damages. The parties have agreed
to enter into non-binding arbitration to attempt to resolve this claim. Although there were other
opt-outs from the settlement of the U.S. Antitrust Litigation, no other claims have been asserted
to date. The Company believes that its maximum potential exposure in this matter is substantially
less than the amount of the claim; however, the amount of any potential loss is not currently
estimatable.

Plaintiffs have also filed a notice of appeal of the court’s decision to dismiss the International
Antitrust Litigation, as defined in Part I, Item 3 “Legal Proceedings.” On October 3, 2001, the
Court of Appeals heard oral arguments on this appeal, and it is expected that a decision will be
rendered within the next few months.

The Company also becomes involved, from time to time, in various claims and lawsuits
incidental to the ordinary course of its business. The Company does not believe that the outcome
of any such pending claims or proceedings will have a material effect upon its business or financial
condition.

Lending and Other Contingencies—The Company enters into legally binding arrangements to
lend, primarily on a collateralized basis, to potential consignors and other individuals who have
collections of fine art or other objects (see Note D). However, potential consignor advances related
to such arrangements are subject to certain limitations and conditions. Unfunded commitments to
extend additional credit were approximately $12.8 million at December 31, 2001.

On certain occasions, the Company will guarantee to the consignor a minimum price in
connection with the sale of property at auction. The Company must perform under its guarantee
only in the event that the property sells for less than the minimum price and, therefore, the
Company must pay the difference between the sale price at auction and the amount of the
guarantee or if the property does not sell, the amount of the guarantee must be paid. At
December 31, 2001, the Company had outstanding guarantees totaling approximately $15.5 million,
which covers auction property having a mid-estimate sales price of approximately $19.7 million. At
February 18, 2002, the Company had outstanding guarantees totaling approximately $44.1 million,
which covers auction property having a mid-estimate sales price of approximately $49.0 million.
Under certain guarantees, the Company participates in a share of the proceeds if the property
under guarantee sells above a minimum price. In addition, the Company is obligated under the
terms of certain guarantees to fund a portion of the guarantee prior to the auction. At
December 31, 2001, $0.7 million of the outstanding guarantees had been funded. At February 18,
2002, $28.7 million of the outstanding guarantees had been funded.

The Discount Certificates to be distributed as part of the U.S. Antitrust Litigation settlement
(see Note O) will expire five years after the date they are first issued. However, the face value of
any unused Discount Certificates may be redeemed for cash at the end of four years. The Court
determined that the $62.5 million face value of the Discount Certificates had a fair market value
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of not less than $50 million, which equals the value of the Discount Certificates that the Company
has recorded in the Consolidated Balance Sheets within the long-term settlement liability.

In the opinion of management, the commitments and contingencies described above currently
are not expected to have a material adverse effect on the Company’s financial condition, liquidity
and/or results of operations, with the possible exception of the cash redemption of any unused
Discount Certificates, the investigation by the European Commission regarding commissions
charged by the Company and Christie’s for auction services and the threatened litigation by one of
the parties that opted out of the class action settlement in the U.S. Antitrust Litigation.

(See Notes F, M, O & Q for other contingencies.)

Note Q—Retention Programs

During 2000, the Compensation Committee approved cash awards for the retention of certain
key employees. During 2001, the Compensation Committee approved plans providing for further
cash awards for the retention of certain key employees. Employees granted such cash awards will
receive cash payments upon fulfillment of full-time employment through certain dates in 2002 and
2003. An employee granted a cash award under any of the foregoing arrangements who leaves the
Company prior to such date will, generally, forfeit his or her right to payment. Under all of the
foregoing arrangements, up to $7.2 million is payable in September 2002, up to $4.0 million is
payable in December 2002, up to $11.6 million is payable in January 2003 and up to $3.0 million
is payable in December 2003.

Certain employees granted such awards received cash payments of approximately $6.1 million
in 2001 and approximately $21.5 million in the first quarter of 2002 upon the fulfillment of
full-time employment through certain dates.

All amounts related to the above retention programs are being amortized over the contractual
service period. The Company has recognized expense of approximately $19.8 million and $3.4
million related to such programs for the years ended December 31, 2001 and 2000, respectively.

Note R—Net Restructuring Charges

During 2001 and 2000, the Company recorded the following net restructuring charges related
to the restructuring plans described below:

2001 2000
(Thousands of dollars)

1998 Restructuring Plan ... .. ...t $ (660) § —
2000 Restructuring Plan ... (730) 12,634
2001 Restructuring Plan ... 17,922 —
o) 1 P $16,532 $12,634

1998 Restructuring Plan—During the second quarter of 2001, the Company reversed the
remaining 1998 restructuring liability of $0.7 million related to the consolidation and integration of
its New York operations into the York Property. The consolidation and integration was completed
in the second quarter of 2001, and the Company determined that such amount was no longer
required.

2000 Restructuring Plan—During the fourth quarter of 2000, management completed a
strategic and operational review of the Company’s businesses. Based on the results of this review,
in December 2000, the Board of Directors approved the 2000 Restructuring Plan for the Auction
operating segment, and the Company recorded restructuring charges of $12.6 million in the fourth
quarter of 2000. As a result of the 2000 Restructuring Plan, the Company has achieved savings in
Internet related operating expenses by eliminating headcount and reducing marketing programs.
Additionally, the Company further reduced operating expenses by consolidating certain
departmental resources and sales elsewhere within the Auction operating segment. The
consolidation and integration of the Company’s live and Internet operations into the York Property
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in April 2001 have also contributed to savings in operating expenses. Employee terminations
related to the 2000 Restructuring Plan have primarily impacted the administrative and support 1
functions of the Auction segment. Also, as part of the 2000 Restructuring Plan, the Company
commenced operations at a specially dedicated middle market salesroom at Olympia in West
London in September 2001. Olympia incorporated certain departments from the Company’s main
U.K. auction salesroom at New Bond Street in London and from the Company’s former auction
salesroom in Sussex. The liability related to the 2000 Restructuring Plan is recorded within
accounts payable and accrued liabilities in the Company’s Consolidated Balance Sheets. Amounts
charged to the restructuring liability through December 31, 2001 were as follows:

Severance Lease and
and Contract .
Termination Termination Asset QOther §
Benefits Costs Provisions  Costs Total j
(Thousands of dollars) T
2000 Provision.........ccovevveeeinnnnn. $ 7,127 $1,117 $ 3844 $546 $12,634
Asset write-offs ............ ... ..ol — — (3,844) —  (3844) {
Liability at December 31, 2000........ 7,127 1,117 — 546 8,790 |
Cash payments ........................ (5,281) (277) —  (447) (6,005)
Reversal of liability ................... (589) (42) — (99) (730)
Liability at December 31, 2001........ $ 1,257 $ 798 $ — $ — §$2055

During the third quarter of 2001, the Company reversed $0.7 million of the liability related to
the 2000 Restructuring Plan primarily due to severance and termination benefits that will not be
paid as a result of unanticipated employee attrition and redeployment.

The 2000 Restructuring Plan includes the termination of approximately 175 employees.
Substantially all of these terminations (net of employee attrition and redeployment) have occurred
as of December 31, 2001. The remaining terminations under the 2000 Restructuring Plan will take
place, and the related liability for severance and termination benefits will be settled, during the
first six months of 2002. The balance of the restructuring liability for the 2000 Restructuring Plan
relates to lease and contract termination costs primarily associated with certain exit activities in the
U.K., which are currently in the final stages of completion.

2001 Restructuring Plan—During the third quarter of 2001, management completed a further
review of the Company’s businesses. Based on the results of this review, the Board of Directors
approved a restructuring plan in September 2001 for the Company’s live auction business within
the Auction operating segment, as well as its Finance and Real Estate operating segments and
certain corporate departments. As a result, the Company recorded net restructuring charges of
approximately $9.5 million in 2001, of which $0.4 million was recorded in the fourth quarter of
2001 (net of the reversal discussed below) due to the fact that such charges did not meet the
criteria for recognition in the Company’s Consolidated Financial Statements as of September 30,
2001. The components of these net restructuring charges are described below.

In the third quarter of 2001, the Company decided to cease auction sales in Chicago and
initiated a program to sell the building where its Chicago salesroom is located. As of the
commitment date for the 2001 Restructuring Plan, the aggregate carrying value of the building and
goodwill related to the Chicago auction business was approximately $6.3 million. The Company
currently expects the sale of the building to occur sometime in 2002. In the third quarter of 2001,
the Company recorded a loss of approximately $3.4 million for assets to be disposed related to the
Chicago auction business.

Additionally, headcount reductions will be made primarily within the administrative and
support functions of the Company’s live auction business, as well as its Finance and Real Estate
operating segments and certain corporate departments. During 2001, the Company recorded
restructuring charges of $5.8 million for severance and employee termination benefits related to
these headcount reductions, of which $0.7 million was recorded in the fourth quarter of 2001. The
Company also recorded restructuring charges of $0.6 million in 2001 for contract termination and
other incremental costs related to this phase of the 2001 Restructuring Plan.
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During the fourth quarter of 2001, the Company reversed $0.3 million of the liability for the
2001 Restructuring Plan primarily due to severance and termination benefits related to the live
auction business that will not be paid as a result of unanticipated employee redeployment and a
contract termination fee that will not be incurred as a result of a better than anticipated
settlement of a vendor contract.

In the fourth quarter of 2001, as authorized by the Board of Directors, management approved
a restructuring plan for the Company’s online auction business within the Auction operating
segment. As part of this plan, the Company terminated the Amazon Agreement in the fourth
quarter of 2001 and, as a result, the Company incurred an early termination fee and recorded a
$5.3 million restructuring charge in the fourth quarter of 2001 (see Note O). In January 2002, the
Company entered into a strategic alliance with eBay, Inc. (“eBay”) whereby sothebys.com online
auctions will be incorporated into the eBay marketplace early in the summer of 2002. Under the
strategic alliance, the Company will manage property flow while eBay will build and host the
website. As a result of the strategic alliance, the Company recorded a $2.9 million restructuring
charge related to impaired computer hardware and software. Additionally, the Company recorded
restructuring charges of $0.2 million for severance and termination benefits related to the online
auction business during the fourth quarter of 2001.

In total, the 2001 Restructuring Plan includes the termination of approximately 150 employees
worldwide.

The liability related to the 2001 Restructuring Plan is recorded within accounts payable and
accrued liabilities in the Company’s Consolidated Balance Sheets. The restructuring charges and
the amounts charged to the liability through December 31, 2001 were as follows:

Severance
and Comntract
Termination Termination Asset Other
Benefits Costs Provisions  Costs Total
(Thousands of dolars)

2001 ProvisSion........covovvieiiennnen.. $ 6,048 $ 5,385 $6327 $449 $18,209
Asset write-offs ............ ... — — (5,890) —  (5,890)
Cash payments ........................ (1,264) (5,235) —  (164) (6,663)
Reversal of liability ................... (187) {100) — — (287)
Liability at December 31, 2001........ $ 4,597 $ 50 $ 437 $285 §$ 5369

Total remaining cash expenditures related to the 2001 Restructuring Plan are expected to be
approximately $4.9 million, which will be substantially paid during the first nine months of 2002.

Note S— Acquisitions

In January 1999, the Company’s Real Estate segment (see Note C) acquired Teton Shadows
Reaity, Inc., a real estate brokerage firm in Jackson Hole, Wyoming. This acquisition has been
accounted for as a purchase and did not have a material effect on the Company’s financial
statements, thus pro-forma results of operations have not been included herein.

55




Nete T—Quarterly Results (Unaudited)
First Second Third Fourth
(Thousands of dollars, except per share data)

2001
Auction Sales ........iiiiiii i $216,746 $726,188 § 116,692 § 560,283
Auction and related revenues .................... $ 44,123 $116,992 $ 25327 § 100,071
Other TeVeNUES . .. ittt ieiiiiiiiiiiiiineeans 13,367 12,387 13,044 10,852
Total TEVENUES ..\ vv vt ee it enennnnnn $ 57,490 $129379 § 38371 §$ 110,923
Operating (loss) income before retention costs,
special charges and restructuring charges....... $(24,980) $ 32,887 § (33,834) § 14961
Operating (loss) income after retention costs,
special charges and restructuring charges....... $(29,497) $ 27496 § (47,921) $ 151
Net (10Ss) INCOME ....vvvuvrrveniiiieenneenn. $(22,527) § 14256 § (33,056) $ (369)
Basic (loss) earnings per share ................... $ (038 § 023 § (054) § (0.01)
Diluted (loss) earnings per share ................. $ (038 § 023 § (0354) § (0.01)
2000
Auction Sales ..ol $176,056 $864,079 § 131864 § 764,317 K
Auction and related revenues .................... $ 40,389 $139203 $ 27,946 $ 128,489 ’
Other TeVENUES . ...\t et it e iniearvaneens 14,381 18,158 14,606 14,616 g
Total revenues ..........oviiieiiiininen.. $ 54,770 $157361 § 42,552 § 143,105 ‘[
Operating (loss) income before retention costs, }
special charges and restructuring charges....... $(41,672) $ 51,989 § (37,522) § 97253
Operating (loss) income after retention costs,
special charges and restructuring charges....... $(43,480) $ 49,979 $(222,288) $§ (21,294)
Net (1088) INCOME .....ovvvvriiieiieinnninnenn. $(29,088) $ 30,037 $(184,179) § (6,464)
Basic (loss) earnings per share ................... $ (049) $ 051 § (313) § (0.11) ‘
Diluted (loss) earnings per share ................. $ (049) $ 051 $§ (313) $ (01D ‘
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REPORT OF MANAGEMENT

The Company’s consolidated financial statements were prepared by management, which is
responsible for their integrity and objectivity. The financial statements have been prepared in
accordance with generally accepted accounting principles and, as such, include amounts based on
management’s best estimates and judgments.

Management is further responsible for maintaining systems of internal control and related
policies and procedures designed to provide reasonable assurance that assets are adequately
safeguarded and that the accounting records reflect transactions executed in accordance with
management’s authorization.

/s/ WILLIAM F. RUPRECHT /s/ WILLIAM S. SHERIDAN /s/f MICHAEL L. GILLIS
William F. Ruprecht William S. Sheridan Michael L. Gillis
President and Executive Vice President and Senior Vice President, Controller
Chief Executive Officer Chief Financial Officer and Chief Accounting Officer

AUDIT COMMITTEE CHAIRMARN’S LETTER

The Audit Committee (the “Committee”) of the Board of Directors consisted of four
independent directors. Information as to these persons, as well as the scope of duties of the
Committee, is provided in the Proxy Statement. During 2001, the Committee met seven times and
reviewed with Deloitte & Touche LLP, the Internal Auditors and management, the various audit
activities and plans, together with the results of selected internal audits. The Committee also
reviewed the reporting of consolidated financial results and the adequacy of internal controls. The
Committee recommended the appointment of Deloitte & Touche LLP to the Board of Directors.
The Internal Auditors and Deloitte & Touche LLP met privately with the Committee on occasion
to encourage confidential discussion as to any auditing matters.

/s/ MICHAEL BLAKENHAM

Michael Blakenham
Chairman, Audit Committee
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Item 9. Changes in and Disagreements With Accountants on Accounting and Financial Disclosure
Not applicable.

PART [

Item 16, Directors and Executive Officers of Registrant

Information required by this item is incorporated by reference to the Company’s definitive
proxy statement for the annual meeting of shareholders to be held in 2002 (the “Proxy
Statement™) under the captions “Election of Directors” and “Management-Executive Officers.”

Item 11. Executive Compensation

The information required by this item is incorporated by reference to the material appearing
in the Proxy Statement under the captions “Management—Compensation of Executive Officers”
and “Compensation of Directors.” Notwithstanding anything to the contrary herein, the Audit
Committee Report, the Compensation Committee Report and the Performance Graph in the Proxy
Statement are not incorporated by reference herein.

Item 12. Security Ownership of Certain Beneficial Owners and Management :

The information required by this item is incorporated by reference to the table and related
footnotes appearing in the Proxy Statement under the caption “Class A and Class B Common !
Stock Ownership of Directors, Executive Officers and 5% Shareholders.”

Item 13. Certain Relationships and Related Transactions

The information required by this item is incorporated by reference to the material appearing i
in the Proxy Statement under the captions “Certain Employment and Compensation
Arrangements”, “Certain Transactions” and “Compensation Committee Interlocks and Insider
Participation.”
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PART 1V

Item 14, Exhibits, Financial Statement Schedules and Reports on Form 8-K.

14(a)(1) — The following consolidated financial statements of Sotheby’s Holdings, Inc. and
subsidiaries, are contained in Item 8: Consolidated Statements of Income—Years ended
December 31, 2001, 2000 and 1999; Consolidated Balance Sheets—December 31, 2001
and 2000; Consolidated Statements of Cash Flows—Years ended December 31, 2001,
2000 and 1999; Consolidated Statement of Changes in Shareholders’ Equity— Years
ended December 31, 2001, 2000 and 1999; Notes to Consolidated Financial
Statements—December 31, 2001.

14(a)(2) — The following is a list of the consolidated financial statement schedules of Sotheby’s
Holdings, Inc. and subsidiaries and the Independent Auditors’ Report required by Item
14(d): Independent Auditors’ Report on Financial Statement Schedule II—Valuation
and Qualifying Accounts

14(a)(3)

3(a) — Amended and Restated Articles of Incorporation of Sotheby’s Holdings, Inc., as
amended, incorporated by reference to Exhibit 4(b) to Registration Statement No.
33-26008, SEC File No. 1-9750, on file at the Washington, D.C. office of the Securities
and Exchange Commission.

3(b) — Amended and Restated By-Laws of Sotheby’s Holdings, Inc., as amended, through
August 3, 2000, incorporated by reference to Exhibit 3(b) to the Company’s Annual
Report on Form 10-K for the year ended December 31, 2000.

4(a) — See Exhibits 3(a) and 3(b).

4(b) — Indenture, dated as of February 5, 1999, between Sotheby’s Holdings, Inc. and The
Chase Manhattan Bank as Trustee, incorporated by reference to Exhibit 4(a) to the
current report on Form 8-K, filed on February 10, 1999 with the Securities and
Exchange Commission.

4(c) — Fixed Rate Note, dated February 5, 1999, made by Sotheby’s Holdings, Inc. in favor of
Cede & Co., incorporated by reference to Exhibit 4(b) to the current report on Form
8-K, filed on February 10, 1999 with the Securities and Exchange Commission.

10(a) — Issuing and Paying Agency Agreement, dated February 15, 1989, between Sotheby’s,
Inc. and The Chase Manhattan Bank, N.A. relating to the issuance of short-term notes
(“U.S. Notes”) in the U.S. Commercial Paper market, incorporated by reference to
Exhibit 10(g) to the Company’s Annual Report on Form 10-K for the year ended
December 31, 1988 (the “1988 Form 10-K”), SEC File No. 1-9750, on file at the
Washington, D.C. office of the Securities and Exchange Commission.

10(b) — U.S. Commercial Paper Dealer Agreement, dated July 29, 1998, between Sotheby’s,
Inc., Sotheby’s Holdings, Inc. and Chase Securities Inc. relating to the issuance of the
U.S. Notes, incorporated by reference to Exhibit 10(a) to the Third Quarter
Form 10-Q for 1998.

10(c) — U.S. Commercial Paper Dealer Agreement, dated February 15, 1989, between
Sotheby’s, Inc. and Merrill Lynch Money Markets, Inc. relating to the issuance of the
U.S. Notes, incorporated by reference to Exhibit 10(i) of the 1988 Form 10-K.

10(d) — Amendment, dated July 13, 1998, to U.S. Commercial Paper Dealer Agreement, dated
February 15, 1989, between Sotheby’s, Inc., and Merrill Lynch Money Markets Inc.
relating to the issuance of the U.S. Notes, incorporated by reference to Exhibit 10(b)
to the Third Quarter Form 10-Q for 1998.

10(e)*— Sotheby’s, Inc. 1988 Benefit Equalization Plan, incorporated by reference to Exhibit
10(t) to Registration Statement No. 33-17667.

10(f)*— Sotheby’s Holdings, Inc. 1987 Stock Option Plan as amended and restated effective
June 1, 1994 incorporated by reference to Exhibit 10(0) to the Company’s Annual
Report on Form 10-K for the year ended December 31, 1994,

10(g)*— Sotheby’s Holdings, Inc. Performance Share Purchase Plan, incorporated by reference
to Exhibit 10(a) to the Second Quarter Form 10-Q for 1996.
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10(h)*— Sotheby’s Holdings, Inc. 1997 Stock Option Plan Composite Plan Document, effective
January 1, 2000, incorporated by reference to Exhibit 10(k) to the Company’s Annual
Report on Form 10-K for the year ended December 31, 2000.

10(i) — Agreement of Partnership of Acquavella Modern Art, dated May 29, 1990, between
Sotheby’s Nevada, Inc. and Acquavella Contemporary Art, Inc. incorporated by
reference to Exhibit 10(b) to the Form 8-K, filed on June 7, 1990, SEC File No.
1-9750, on file at the Washington, D.C. office of the Securities and Exchange
Commission.

10(j) — First Amendment to Agreement of Partnership dated December 31, 2000, of
Acquavella Modern Art, between Sotheby’s Nevada, Inc. and Acquavella Contemporary
Art, Inc., incorporated by reference to Exhibit 10(m) to the Company’s Annual Report
on Form 10-K for the year ended December 31, 2000.

10(k) — Second Amendment to Agreement of Partnership dated December 15, 2001, of
Acquavella Modern Art, between Sotheby’s Nevada, Inc. and Acquavella Contemporary
Art, Inc.

10(1)*— Sotheby’s Holdings, Inc. 1998 Stock Compensation Plan for Non-Employee Directors,
dated as of March 3, 1998, incorporated by reference to Exhibit 10(u) to the
Company’s Annual Report on Form 10-K for the year ended December 31, 1998.

10(m) — Amended and Restated Credit Agreement, dated as of July 10, 2001, among Sotheby’s
Holdings, Inc., Sotheby’s Inc., Qatshare Limited, Sotheby’s Global Trading GmbH, the
Lenders named therein and The Chase Manhattan Bank, incorporated by reference to
Exhibit 10(a) to the Third Quarter 10-Q for 2001.

10(n)*— Employment Agreement between Sotheby’s Holdings, Inc. and William F. Ruprecht,
incorporated by reference to Exhibit 10(b) to the Third Quarter 10-Q for 2001,

10(0)*— Employment Agreement between Sotheby’s Holdings, Inc. and William S. Sheridan,

. incorporated by reference to Exhibit 10(b) to the Third Quarter 10-Q for 2001.

10(p)*— Agreement between Sotheby’s Holdings, Inc. and Robin Woodhead, incorporated by
reference to Exhibit 10(b) to the Third Quarter 10-Q for 2001.

(21) — Subsidiaries of the Registrant

(23) — Consent of Deloitte & Touche LLP

(24) — Powers of Attorney

(14)(b) — Current Report on Form 8-K: The Company filed a current report on Form 8-K with
the Securities and Exchange Commission on December 12, 2001.

(14)(c) — The list of exhibits filed with this report is set forth in response to Item 14(a)(3). The
required exhibit index has been filed with the exhibits.

(14)(d) — The financial statement schedules of the Company listed in response to Item 14(a)(2)
are filed pursuant to this Item 14(d).

* A compensatory agreement or plan required to be filed pursuant to Item 14(c) of Form 10-K
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INDEPENDENT AUDITORS’ REPORT

To the Directors and Shareholders of
SOTHEBY’S HOLDINGS, INC.
New York, New York

We have audited the consolidated balance sheets of Sotheby’s Holdings, Inc. and subsidiaries
as of December 31, 2001 and 2000, and the related consolidated statements of income, cash flows
and changes in shareholders’ equity for each of the three years in the period ended December 31,
2001 and have issued our report thereon dated February 18, 2002; such consolidated financial
statements and report are included elsewhere in this Form 10-K. Our audits also included the
consolidated financial statement schedule of Sotheby’s Holdings, Inc. and subsidiaries listed in Item
14(d). This consolidated financial statement schedule is the responsibility of the Company’s
management. Our responsibility is to express an opinion based on our audits. In our opinion, such
consolidated financial statement schedule, when considered in relation to the basic consolidated
financial statements taken as a whole, presents fairly in all material respects the information set
forth therein.

/s/ DELOITTE & TOUCHE LLP

DeLortTE & ToucHe LLP
New York, New York
February 18, 2002
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SCHEDULE II

SOTHEBY’S HOLDINGS, INC. AND SUBSIDIARIES
VALUATION AND QUALIFYING ACCOUNTS

Column A Column B Column C Column D  Column E
Balamce at Charged to  Charged to Balance
Beginning Cost and Other at End of
Description of Period Expenses Accounts  Deductions Period
(Thousands of dollars) _
Valuation reserve deducted in the balance L
sheet from the asset to which it applies:
Receivables:
2001 Allowance for doubtful “
accounts and credit losses ....... $22.935 $ 2,569 $ 339 $14,728 $11,115
2000 Allowance for doubtful
accounts and credit losses ....... $11,085 $14,646 $1,342 $ 4,138 $22,935
1999 Allowance for doubtful |
accounts and credit losses ....... $14,585 $ 3,476 $1,358 $ 8,834  $11,085
Inventory: .
2001 Realizable value allowance... §$ 8,058 $ 1,947 $ 77 $ 4,038 § 6,044
2000 Realizable value allowance... $ 9,140 § 1,734 $ — $2816 § 8058

1999 Realizable value allowance... $ 9,422 $ 1,337 $ 186 $ 1,805 $ 9,140

During 2000, amounts charged to the allowance for doubtful accounts include a $9.0 million
provision for an unsecured loan. This loan was written off in the first quarter of 2001. (See Note D of
Notes to Consolidated Financial Statements.)
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| , SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934,
the registrant has duly caused this report to be signed on its behalf by the undersigned, thereunto
duly authorized.

SOTHEBY’S HOLDINGS, INC.

By /s! WiLLIAM F. RUPRECHT

William F. Ruprecht

Date: March 12, 2002 President and Chief Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been
signed below by the following persons on behalf of the registrant and in the capacities and on the

dates indicated.

Signature

The Marquess Of Hartimgton

/s/ WILLIAM F. RUPRECHT

Jeffrey H. Mire

Title

Chairman of the Board

Vice Chairman of the Board

Deputy Chairman of the Board

President, Chief Executive Officer and
Director

Executive Vice President and Director

Director

Director

Director

Director

Director

Director

Director
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Date

March 12, 2002

March 12, 2002

March 12, 2002

March 12, 2002

March 12, 2002

March 12, 2002

March 12, 2002

March 12, 2002

March 12, 2002

March 12, 2002

March 12, 2002

March 12, 2002



Signature Title Date
* Director March 12, 2002

.....................................

* Director March 12, 2002

* Director March 12, 2002

Robert S. Taubman

/s/ WILLIAM S. SHERIDAN Executive Vice President and Chief March 12, 2002

........... Wﬂhm S Shemﬂan A Financial Officer

/s/ MICHAEL L. GILLIS Senior Vice President, Controller and March 12, 2002

............ Madmeﬂl Gﬂhs e N Chief Accounting Officer

/s/ WILLIAM S. SHERIDAN March 12, 2002

*William S. Sheridan
As Attormey-in-Fact
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Exhibit
No.

3(a)

3(b)

4(a)
4(b)

4(c)

10(a)

10(b)

10(c)

10(d)

10(e)*

10(f)*

10(g)*

10(h)*

10()

EXHIBIT INDEX

Description

—Amended and Restated Articles of Incorporation of Sotheby’s Holdings, Inc., as
amended, incorporated by reference to Exhibit 4(b) to Registration Statement No.
33-26008, SEC File No. 1-9750, on file at the Washington, D.C. office of the Securities
and Exchange Commission.

—Amended and Restated By-Laws of Sotheby’s Holdings, Inc., as amended, through
August 3, 2000, incorporated by reference to Exhibit 3(b) to the Company’s Annual
‘Report on Form 10-K for the year ended December 31, 2000.

—See Exhibits 3(a) and 3(b). ‘

—Indenture, dated as of February 5, 1999, between Sotheby’s Holdings, Inc. and The
Chase Manhattan Bank as Trustee, incorporated by reference to Exhibit 4(a) to the
current report on Form 8-K, filed on February 10, 1999 with the Securities and
Exchange Commission.

—Fixed Rate Note, dated February 5, 1999, made by Sotheby’s Holdings, Inc. in favor of
Cede & Co., incorporated by reference to Exhibit 4(b) to the current report on Form
8-K, filed on February 10, 1999 with the Securities and Exchange Commission.

—Issuing and Paying Agency Agreement, dated February 15, 1989, between Sotheby’s, Inc.
and The Chase Manhattan Bank, N.A. relating to the issuance of short-term notes
(“U.S. Notes”) in the U.S. Commercial Paper market, incorporated by reference to
Exhibit 10(g) to the Company’s Annual Report on Form 10-K for the year ended
December 31, 1988 (the “1988 Form 10-K”), SEC File No. 1-9750, on file at the
Washington, D.C. office of the Securities and Exchange Commission.

—U.S. Commercial Paper Dealer Agreement, dated July 29, 1998, between Sotheby’, Inc.,
Sotheby’s Holdings, Inc. and Chase Securities Inc. relating to the issuance of the U.S.
Notes, incorporated by reference to Exhibit 10(a) to the Third Quarter Form 10-Q for
1998.

—U.S. Commercial Paper Dealer Agreement, dated February 15, 1989, between Sotheby’s,
Inc. and Merrill Lynch Money Markets, Inc. relating to the issuance of the U.S. Notes,
incorporated by reference to Exhibit 10(i) of the 1988 Form 10-K.

—Amendment, dated July 13, 1998, to U.S. Commercial Paper Dealer Agreement, dated
February 15, 1989, between Sotheby’s, Inc., and Merrill Lynch Money Markets Inc.
relating to the issuance of the U.S. Notes, incorporated by reference to Exhibit 10(b) to
the Third Quarter Form 10-Q for 1998.

—Sotheby’s, Inc. 1988 Benefit Equalization Plan, incorporated by reference to Exhibit
10(t) to Registration Statement No. 33-17667.

—Sotheby’s Holdings, Inc. 1987 Stock Option Plan as amended and restated effective June
1, 1994 incorporated by reference to Exhibit 10(o) to the Company’s Annual Report on
Form 10-K for the year ended December 31, 1994.

—~—Sotheby’s Holdings, Inc. Performance Share Purchase Plan, incorporated by reference to
Exhibit 10(a) to the Second Quarter Form 10-Q for 1996.

—Sotheby’s Holdings, Inc. 1997 Stock Option Plan Composite Plan Document, effective
January 1, 2000, incorporated by reference to Exhibit 10(k) to the Company’s Annual
Report on Form 10-K for the year ended December 31, 2000.

—Agreement of Partnership of Acquavella Modern Art, dated May 29, 1990, between
Sotheby’s Nevada, Inc. and Acquavella Contemporary Art, Inc. incorporated by
reference to Exhibit 10(b) to the Form 8-X, filed on June 7, 1990, SEC File No. 1-9750,
on file at the Washington, D.C. office of the Securities and Exchange Commission.
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10(5)

10(k)

10(1)*

10(m)

10(n)*
10(0)*
10(p)*

(21)
(23)
(24)

—First Amendment to Agreement of Partnership dated December 31, 2000, of Acquavella
Modern Art, between Sotheby’s Nevada, Inc. and Acquavella Contemporary Art, Inc.,
incorporated by reference to Exhibit 10(m) to the Company’s Annual Report on
Form 10-K for the year ended December 31, 2000.

—Second Amendment to Agreement of Partnership dated December 15, 2001, of
Acquavella Modern Art, between Sotheby’s Nevada, Inc. and Acquavella Contemporary
Art, Inc.

—Sotheby’s Holdings, Inc. 1998 Stock Compensation Plan for Non-Employee Directors,
dated as of March 3, 1998, incorporated by reference to Exhibit 10(u) to the Company’s
Annual Report on Form 10-K for the year ended December 31, 1998.

—Amended and Restated Credit Agreement, dated as of July 10, 2001, among Sotheby’s
Holdings, Inc., Sotheby’s Inc., Oatshare Limited, Sotheby’s Global Trading GmbH, the
Lenders named therein and The Chase Manhattan Bank, incorporated by reference to
Exhibit 10(a) to the Third Quarter 10-Q for 2001.

—Employment Agreement between Sotheby’s Holdings, Inc. and William F. Ruprecht,
incorporated by reference to Exhibit 10(b) to the Third Quarter 10-Q for 2001.

—Employment Agreement between Sotheby’s Holdings, Inc. and William S. Sheridan,
incorporated by reference to Exhibit 10(b) to the Third Quarter 10-Q for 2001.

—Agreement between Sotheby’s Holdings, Inc. and Robin Woodhead, incorporated by
reference to Exhibit 10(b) to the Third Quarter 10-Q for 2001.

—Subsidiaries of the Registrant

—Consent of Deloitte & Touche LLP

—Powers of Attorney

* A compensatory agreement or plan required to be filed pursuant to Item 14(c) of Form 10-K.
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Sotheby’'s Holdings, Inc.

Board of Directors

Michael 1. Sovern
Chairman

Max M. Fisher
Vice Chairman

The Marquess of Hartington
Deputy Chairman

William F Ruprecht
President and Chief Executive Officer

Robin Woodhead
Executive Vice President,
Chief Executive, Europe and Asia

Lord Black of Crossharbour

pc(c), 0C, KCSG

Chairman and Chief Executive Officer,
Hollinger International, Inc.

Michael Blakenham
Chairman, RBG, Kew

George S. Blumenthal
Chairman, NTL, Inc.

Steven B, Dodge
President and Chief Executive Officer,

American Tower Corporation

Dr. Henry G. Jarecki
Chairman, The Falconwood Corporation

Henry R. Kravis
Founding Partner,
Kohlberg Kravis Roberts ¢~ Co.

Jeffrey H. Miro
Chairman, Miro Weiner ¢ Kramer

Brian S. Posner
Managing Partner,
Hygrove Partners LLC

Sharon Percy Rockefeller

(Mrs. John D. Rockefeller 1v),
President and Chief Executive Officer,
WETA TV/FM

Robert S. Taubman
Chairman and Chief Executive Officer,
Taubman Centers, Inc.

Advisory Board

Ambassador Walter J.P. Curley
Chairman

Giovanni Agnelli

Lodewijk J.R. de Vink

Ann Getty

Alexander M. Laughlin

The Honourable Lee Quo-Wei

John L. Marion

The Rt. Hon. Sir Angus Ogilvy, k.c.v.0.
Carroll Petrie

Carol Price

Baron Hans Heinrich Thyssen-
Bornemisza de Kaszon

Corporate Officers

William F. Ruprecht
President and Chief Executive Officer

Robin Woodhead
Executive Vice President,
Chief Executive, Europe and Asia

James Allman
Executive Vice President,
Worldwide Director of Marketing

Donaldson C. Pillsbury
Executive Vice President,
General Counsel and Secretary

William S. Sheridan
Executive Vice President,
Chief Financial Officer

Susan S. Alexander
Senior Vice President,
Worldwide Head of Human Resources

F. Paul Cuccia
Senior Vice President,
Chief Information Officer

Rena J. Moulopoulos

Senior Vice President,

Worldwide Director of Compliance,
Business Practices Counsel

Diana Phillips
Senior Vice President,
Worldwide Head of Corporate Affairs

Daryl S. Wickstrom
Managing Director,
Global Auction Division

Robert C. Wolcott
Senior Vice President,
Treasurer and Director of Taxes

Michael L. Gillis
Senior Vice President,
Controller and Chief Accounting Officer




Sotheby's Worldwide Management

North and South America Europe Sotheby’s Financial Services, Inc.
and Sotheby’s Ventures,LLC
Warren P. Weitman, Jr. Henry Wyndham :
Chairman Chairman Mitchell Zuckerman
President [
Richard E. Oldenburg Robin Woodhead |
Honorary Chairman Chief Executive,
Europe and Asia Sotheby's International Realty
John L. Marion :
Honorary Chairman George Bailey Stuart N. Siegel '
Managing Director President and Chief Executive Officer
James G. Niven
Vice Chairman Princess de Beauvau Craon
Deputy Chairman,
David N. Redden President, Sotheby’s France

Vice Chairman

Melanie Clore
William W. Stahl, Jr. Deputy Chairman
Vice Chairman

Tobias Meyer

George Wachter Deputy Chairman
Vice Chairman

James Miller

William S. Cottingham Deputy Chairman,
Executive Vice President Sotheby’s United Kingdom
C. Hugh Hildesley James Stourton
Executive Vice President Deputy Chairman

Tobias Meyer Guy Jennings

Executive Vice President Chairman,

Sotheby’s Switzerland
Charles S. Moffett

Executive Vice President

Carlton C. Rochell, Jr.

Executive Vice President

Richard C. Buckley
Managing Director,

North America Regional
Auction Division




Sotheby's Shareholders’ information

Administrative Qffices

Sotheby’s Holdings, Inc.
1334 York Avenue
New York, NY 10021

Transfer Agents

Mellon Investor Services LLC
Overpeck Centre

85 Challenger Road

Ridgefield Park, nJ 07660

Tel: U.S. Holders: 800.851.9677

Tel: Non-U.S. Holders: 201.329.8660
www.melloninvestor.com

Computershare Investor Services PLC
Registrar’s Department

p.0. Box 82

The Pavilions

Bridgwater Road

Bristol 8s99 7nu England

Tel: 011.44.870.702.0000

Common Stock Information

Sotheby’s Holdings, Inc. Class A Common Stock is listed on the New York
Stock Exchange (symbol: B1p) and the London Stock Exchange

Annual Meeting

The annual meeting of shareholders will be held on
Tuesday, April 23, 2002 at 10:00 A.M. Greenwich Time at:
Sotheby’s

34-35 New Bond Street

London w1a 244 England

Form 10-K and Sharehelder Information

The 2001 10-x filed with the Securities and Exchange Commission,
and other investor information, may be obtained by writing to:
Sotheby’s Investor Relations

1334 York Avenue

New York, NY 10021

Tel: 800.700.6321

U.K. Corporate Secretary’s Office:
Sotheby’s

34-35 New Bond Street

London wia 244 England

Tel: 011.44.207.293.6482

Information Service for Shareholders

Sotheby’s latest financial information and news is available by fax,
recording, or mail by calling our Shareholder Direct toll-free line
24 hours a day, 7 days a week at 800.700.6321

Certified Public Accountants

Deloitte & Touche LLP
Two World Financial Center

New York, NY 10281




Jackson Pollack
Black and White/ Number 6,
1951

Sold in our May

I W il 5

Contemporary Art sale in
New York for $7,980,750

John Hull and Robert Sanderson, Sr., Boston, circa 1660
The Richard and Alice Brackett Cup

17th and 18th Century Silver from the

Church of the Presidents, Quincy, Ma

Sold in January in New York for $775,750

Record for a piece of American silver at auction

John Singer Sargent
Rosina-Capri

Sold in our May American Paintings
sale in New York for $5,395,750




Highly important jadeite bead necklace

Sold in our October Magnificent Jewels &
Jadeite sale in Hong Kong for $2,121,310

Sir Joshua Reynolds
Portrait of Omai (detail)

Sold in our November
Important British & Irish Pictures
sale in London for $14,675,790

World auction record for the artist

1907, Mcmvir, Ultra High Relief
From the Dallas Bank Collection of Highly
Important United States Gold Coins

Sold in October in New York for $690,000
to Spectrum Numismatics, Ltd.

Masters at Auction since 1744
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